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SURFACE TRANSPORTATION BOARD

RAILROAD COST OF

CAPITAL — 2008 - EX PARTE NO. 558 (Sub- No. 12)

e e

COMMENTS OF THE ASSOCIATION OF AMERICAN RAILROADS
AND ITS MEMBER RAILROADS

By order served March 6, 2009, the Board instituted this procecding to determine the
railroad industry’s cost of capital for the year 2008 That determination. as the Board noted,
will enable 1t to make the statutonly required (49 U S C 10701 {(d}2), 10704(a)(2)) annual
individual railroad revenue adcquacy determination for 2008 The Board noted further that
the cost of capital detcrmmation may also be used m various other STB railroad proceedings
See Ex Parte No. 558 (Sub-No 12), Raiiread Cost of Capual — 2008 (Served March 6. 2009)
(ShpOp at 1)

The railroads. through the Associanon of Amcerican Raitroads {AAR), arc submutting
herewith their calculation of (1) the railroads’ 2008 cost of common cquity capital: (2) the
railroads’ 2008 current cost of preferred cquity capital, (3) the railroads’ current 2008 cost of
debt capital and (4) the 2008 capital structure mix of the railroad industry on a market value
basis.

The AAR's calculations are discussed n the attached venified statements of John T

Gray, Scmior Vice President. Policy and Economics of the Association of American Ratilroads



and Bruce E. Stangle, Chairman. Analysis Group. Inc. These statements establish the
following

] The 2008 cost of debt capital is 6.57 percent (VS. Gray p.22).

2 There 15 no preferred equity capital for 2008 (VS. Gray p. 33).

3 The 2008 cost of common equity capital 15 13.35 percent (VS. Gray p 33)

4 The capital structure of the railroad industry 1s 21.34 percent debt. 0.00 percent

preferred equity, and 78 66 percent common equity. (VS. Gray p.34).
From these data Mr Gray concludes that the overall railroad industry cost of capital

for 2008 1s 11.90 percent (V S. Gray p 34)

L. Introduction

The sole purpose of this proceeding 1s to determine the railroad industry’s cost of
capital for 2008. Thus. while the revenuc adequacy standards are not at 1ssue 1n this
proceeding, 1t has been held that the current cost of capital will continue to be the sole
standard of revenue adcquacy, and that the cost of capital will be computed using the current
cost of debt and equity and market valuc weights See Ex Parte No 393 (Sub-No 1)
Standards for Rulroad Revenue Adequacy. 3 1 C C. 2d 261 (1986), aff"d sub nom ,

Consolidated Rail Corporanion v United States, 855 F.2d 78 (3™ Cir 1988)

Il The Cost of Common Equity Capital
In 1ts March 6. 2009 order instituting this proceeding. the Board specified that 1t will
calculate the cost of equity compenent 1n its annual cost of capital proceeding using a simple

average of the estimates produced by the Capital Asset Pricing Model (CAPM) adopted 1n

(8]



STB Ex Parte No. 664, Methodology to be Emploved in Deternuning the Rarlroad Industn 's
Cost of Capital (served January 17, 2008) and the Morningstar/Ibbotson Multi-Stage
Discounted Cash Flow Model (MSDCF) adopled in STB Ex Parte No. 664 (Sub-No. 1). Use
of a Mulu-Stage Discounted Cash Flow Model m Determimng the Railroad Industn’s Cost of
Caputal, (STB served Jan. 28, 2009) ' See Ex Parte No 558 (Sub-No. 12). Ratlroad Cost of
Capiral — 2008 (served March 6, 2009) (Slip Op at 2)° Mr. Gray used a simple average of
thc CAPM and Momingstar/Ibbotson MSDCF modcls adopted by the Board 1n his calculation

of the cost of common equity n this proceeding

A The CAPM Methodology

Under the CAPM methodology as applicable to the annual cost of capital procceding,
the cost of common equity 1s calculated by determining the return an investor would receive
on a risk-free investment and by adding to the nisk-free return a premium associated with the

risk of railroad stocks. The premium 1s calculated by multiplying the market risk premium of

The Morningstar‘Thbotson MSDCT model adopted by the Board in Ex Parte No 664 {Sub-No 1) 15 a moditied
version that includes only the rulroads that pass the sereening enitena set forth in Ravlroad Cont of Caprtal—
1984 .11 C C 2d 989 (1985). tor inclusion in the sample of ratlroads used for the annual cost of capital
determination  See Ex Parte No 664 (Sub-No 1), Use of a Mult-Stuge Disc ounted Cash Flow Model in
Determinng the Ralroad Industry 's Cost of Caprtal. (STB served Jan 28, 2009) (Shp Op at 4)

lnus January 28, 2009 decision in Ex Parte No 664 (Sub-No 1), Use of @ Mult-Stage Discownied Cash Fleow
Model in Derernuming the Ralroud Indisiy s Cost of Capitad, the Board determined that using a simple average
ot CAPM and the commercially accepted Momingstar/[bbotson mulu-stage DCF model to calculate the cost of
equity will vield a more precise determination than relying on CAPM alone As noted by the Board, “[ I'There 1s
no single simple or correct way 10 estimate the cost of equity for the raiiroad industry, and countiess reasonable
uptions are available  Both the CAPM and the multi-stage DCT models we propose to use have their own
strengths and weaknesses. and both take different paths to estimate the same 1liusory figure By using an
average of the results produced by both models. we harness the strengths of hath models while mimimizing their
respective weaknesses  The result should be a stable vet precise estimate of the cost of equity that we can use
future regulatory proceedings and to gauge the financial heaith of the rallroad industry * (Sip Op a1 15)
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the stock market as a wholc by a factor, known as Beta. that represents the non-diversifiable
risk of holding railroad stocks In formulaic terms, the CAPM can be expressed as
K = RF + (MRP x Beta)
Where K = the firm’s cost of equity,
RF = the risk-frec rate,
MRP = the market’s nsk premium, and
Beta = coefficient of systematic, non-diversifiable nsk of the stock
Mr. Gray's attached Venfied Statement explains how AAR calculated the cost of
equity using the CAPM methodology The nisk-free rate and the market nisk premium were
retrieved directly from the Federal Reserve Board and Ibbotson Equity Risk Premium sources
approved by the Board in the 2007 cost of capital proceeding. Ex Parte No, 558 (Sub-No. 11).
Railroad Cost of Capital - 2007 (Siip Op at 6). The calculation for Beta was made using the
S&P 500 Price Return Index and the same methodology employed by the Board in the 2007
cost of capital proceeding. See Ex Parte No. 558 (Sub-No. 11). Ralroad Cost of Capital ~
2007 (Shp Op at 7), V.S. Gray at pp. 27-31.
The values determined by Mr. Gray for the clements of the CAPM methodology were
4.36 percent for the nisk-free rate, 6 47 percent for the market nsk premium, and 0 9338 for
the future market risk of the railroad stocks (“Beta™)
Based on a four-railroad composite (determined using established procedures) and the
procedures used by the STB in the last cost of capital proceeding, Mr Gray estimates that

under the CAPM methodology the cost of common equity capital for 2008 1s 10 40 percent

V.S. Grayatp 31

B. The Momingstar/Ibbotson MSDCF Methodology
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The Morningstar/ Ibbotson MSDCF methodology. as summarized by the Board in 1its
Ex Partc No. 664 (Sub-No. 1) decision (scrved January 28, 2009), calculates the cost of

common cquity capital as follows:

“The cost of equity 1n a DCF model 1s the discount rate that cquates a firm’s marhet
valuc to the present value of the strcam of cash flows that could affect investors These cash
flows are not presumed to be paid out to investors; instead. it 1s assumed nvestors will
ultimately benefit from these cash flows through higher regular dividends. special dividends.
stock buybacks. or stock price appreciation The incorporation of these cash flows and the
expected growth of earnings are the essential aspects of the mulu-stage DCF we are adopting
here

“The Morningstar/Ibbotson model defines cash flows (CF). for the first two stages, as
mcome before extraordinary items (IBEI) minus capital expenditures (CAPEX) plus
depreciation (DEP) and deferred taxes (DT). or

CF = IBEl - CAPEX + DEP + DT.

An average cash flow figure 15 used as the starting point of the analysis under the
Momingstar/Ibbotson model. To find the average cash flow, the model uses the S-year penod
leading up to the year being analyzed. and the total cash flows for that ime period are divided
by tota) sales, which determine the 5-year cash-flow-to-sales ratioe  The ratio i~ then
multiphed by the total salcs for the year being analyzed to obtain the average cash flow
cstimate for that year. For the third (and final) stage of the Mornmgstar/Ibbotson muluistage
DCF model stage. Mormingstar/Ibbotson uses two additional assumptions that there 1s no
depreciation or deferred taxes. Thercfore. in the third stage. cash flows are based solely on
income before extraordinary 1tems

“Growth of eamings 1s also calculated in three stages. In the first stage (seans [-5),
the firm's annual earnings growth rate 1s assumed to be the median value of the qualifying
rarlroad’s 3- to S-year growth cstimates as determined by railroad industry analysts and
published by Institutional Brokers Estimate System (IBES). In the second stage (vears 6-10).
the growth rate 1s the average of all growth rates in stage 1 In stage three (vears 11 and
onwards), the growth rate 1s the long-run nominal growth rate of the average U.S cconomy.
This long-run nominal growth rate 1s cstimated by using the histonical growth n rcal GDP and
the long-run expected inflation rate ™

Ex Parte No. 664 (Sub-No 1) decision (served January 28. 2009) (Ship. Op. at 5-6}
The cost of common equity capital using the Morningstar/Ibbotson MSDCF model

adopted by the Board 1s calculated and cxplained in the attached Venified Statement of Dr



Bruce E. Stangle. Chairman, Analysis Group. Inc Dr. Stangle calculates the cost of common
equity capital using the Morningstar/Ibbotson MSDCF model as 16.29 percent V.S. Stangle

atp 7

C Conclusion as to the Cost of Common Equity Capital

Under the Board's methodology. the cost of common equity capital is the simple
average of the results using the CAPM and Mormingstar/[bbotson MSDCF models The

simple average produces a cost of common equity capital of 13 35 percent VS Gray at p. 33.

. The Cost of Preferred Equity Capital
Preferred stock 1s a hybrid security which has some charactenstics of debt and some
characteristics of equity Its cost depends on its specific features The methodology used by
the Board 1n the last fifteen proceedings applies the following cnteria
(a) Where the preferred 1s not convertible into common stock, and where the
corporation 1s not required to redcem the preferred at specific times, the cost of
preferred equity 1s equal to 1ts current dividend yreld
(b) Where the preferred 1s not convertible but 1s subject to mandatory redemption
providing holders of the instrument with a premium. the cost 1s equal to the
current dividend yield, plus the present value of the premium
(c) Where the preferred 1s convertible at the option of the holder, and the market
values of the preferred and common indicate that conversion 1s likely to occur
or that the conversion nght contrels the price of the preferred. the preferred has

the same cost as common equity.

6



Becausce the four-railroad composite had no preferred stock outstanding at the end of

2008, there 15 no 2008 cost of preferred cquity capital. V.S. Gray at p 33

IV. The Cost of Debt

The cost of debt includes costs for threc categories (bonds, equipment trust
certificates, conditional sales agreements) of debt instruments, plus flotation costs To
determine the cost of debt for bonds. Mr Gray has computed the average current bond vield
tor all 61 of the publicly traded bonds (during 2008) of the sample railroads that comprnise the
composite rallroad This methodology 1s 1dentical to that used 1n the last 18 cost of capital
proccedings. Sce Parte No. 558 (Sub-No 11), Railroad Cost of Capital — 2007 (Shp Op at
3-4). Under this approach. the bond vield 1s effectin ely based on a sample representing
65 percent of the total market value of the bonds 1ssued by the railroads 1n the sample. As the
Board has recognized. equipment trust certificates (ETCs) and conditional sales agreements
{CSAs) are not actively traded in sccondary markets. Therr costs were therefore estimated by
comparing them to the yields on Treasury secunties that are actively traded ' This is the same
mecthodology uscd by the Board in the last 21 proceedings The composite current cost of
debt 1s the market-weighted average cost of bonds, ETCs. and CSAs. plus a small floatation
cost.' Using the Board's cstablished methodology. the ratiroads’ 2008 cost of new debt 15

6.57 percent. V.S Gray at p. 22.

V'S Gray atpp 12. 14-15,

1 The Board, 1n 1ts decision in Ex Parte No 558 {Sub-No 11). Rarfroad Cost of C upiral — 2007 noted that 1t
“would welcome a better 2nd more transparent calculation of flotation costs in future proceedings ™ (Ship
Op at 5). In this proceeding the AAR calculated bond flowuon costs by using data reported by the
sample ratlroads to the Securinies and Exchange Commission (SEC) regarding eight new debr offerings in
2008 The AAR believes that such methodology meets the Board™s crieria for a “better and more
trunsparent” caleulation of flotation costs V'S Gray at pp 19-20



V. The 2008 Capital Structure of the Railroad Industry and the Overall Cost

of Capiltal

Pursuant to the Board's March 10, 2009 decision, the market values of debt. preferred
equity. and common equity were compiled to compute the 2008 capital structurc of the
railroad industry. The railroads’ market value capital structure on a market value basis 1s
21.34 percent debt, 78.66 percent common equity capital. and 0.00 percent preferred equity
capiial. V' S Gray at p. 34. Bascd upon this capital structure. the overall 2008 cost of capital

15 11 90 percent V.S Gray at p. 34



Conclusion

The Board should determine that the railroads’ cost of capital for 2008 1s 11 90

percent.
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Verified Statement
of
John T. Gray

l. Introduction

My name 1s John T Gray [ am Senior Vice President — Policy and Economics of the
Association of Amencan Railroads (AAR), with offices at 50 F Street, N.W , Washington, DC
20001. The AAR 1s the trade association of the Nation's major railroads, as well as the railroads
of Canada and Mexico. The AAR’s Lnited States railroad members., which include all of the
Class | railroads, account for about 95 percent of our Nation's total railroad freight operating
revenue.

When appropriate, the AAR represents the railroad industry before government bodses.
including cconomic regulatory proceedings before the Surface Transportation Board (“*STB™ or
“Board™). In particular. thc AAR has participated 1n all of the STB proceedings addressing
revenue adeguacy standards and the annual cost of capital detcrminations

Aside from other responsibilitics, 1 have conducted or directed a wide range of analyses
and projects addressing regulatory, legislative and internal 1ssues relevant to railroads
Furthermore. I have testified before federal regulatory agencies, and have been an expert witness
for a rmiroad A summary of my qualificanons and expenience appears at the end of this
statement.

In this submussion, | am responding to thc Board's decision of March 5, 2009 (served
March 6). instituting a proceeding to determine the railroad industry’s 2008 cost of capital — Ex
Parte No 558 (Sub-No 12). Railroad Cost of Capital — 2008 ("Ex Parte 558 Decision”). In my

statement, I calculate the cost of debt for the railroad industry using the procedures accepted 1n



previous STB proccedings 1 also calculate the cost of common equity using a simple average of
the estimates produced using the following methods (1) the Capital Asset Pricing Model used by
the Board in Ex Parte No 558 (Sub-No 11): and (2) the Morningstar/Ibbotson Multi-Stage
Discounted Cash Flow Model as adopted by the Board 1n Ex Parte No. 664 (Sub-No. ). Use of a
Muln-Siage Discounted Cash Flow Model in Determining the Railroad Industry’s Cost of
Capital, scrved January 28, 2009 Finally, I calculate the market value capital structure and the
overall cost of capital using the procedures accepted 1n previous Cost of Capital proccedings.
This statement presents the details for calculating the necessary components for the overall cost
of capital calculation: the market valuc capital structure. the cost of debt. the cost of common
equity capital using the Capital Asset Pricing Modcl, and the cost of preferred cquity capital My
statement 1s accompanied by the Venfied Statement of Dr Bruce E. Stanglc, Chairman, Analysts
Group, Inc 1n which he presents the details underlying the calculation of the cost of common
equty capital using the STB’s Multi-Stage Discounted Cash Flow Model.

[ conclude that the 2008 cost of capital for the railroad industry is 11 90 percent. This
estimatc 1s basced on a current cost of debt of 6 37 pereent., a cost of common equity capital of
13.35 percent, and market value weights for debt and common equity of 21 34 percent and
78.66 percent, respectively  Because there were no preferred stock 1ssucs outstanding in 2008,
the cost of preferred cquity capital has not been calculated, and the market value weight for

preferred equity capital 1s zero.

(8]



tl. Determining the Cost of Capital

A Defining the Cost of Capital

The cost of capital for a firm 1s the minimum rate of return on mvestment that the
providers of capital require as a condition for making an investment in the firm  In essence. 1t 1s
the threshold rate of return on investment that makes mvestment 1n the firm attractive. The cost
of capital necessarily incorporates long-term investor expectations for a company's performance
Investment funds flow to compames where the expected returns. over the investors™ investment
hornizons, are thought to at least equal the expected returns available from other investment
opportunities, giving considcration to the relative (or commensurate) nisk of investment.
Similarly within a company. limited capital resources flow to projects where the expected returns
are expected to be highest. giving consideration to the relative (or commensurate) nisk of
mvestment. Methods used to estimate the cost of capital therefore attempt to measure ivestor
expectations For some types of capital, such as traded bonds. investor expectations can be

readily observed. For other types of capital, such as common equity, modeling 1s nccessary.

B. The Composite Railroad Approach

The STB has adopted a composite raiiroad approach to computing an industry-wide cost
of capital. This approach rehes upon data trom a sample of railroads meeting criteria established
by the Board in Ex Parte No 458, Ratlroad Cost of Capital — 1984, 1 1 C C 2d 989, 1003-1004

(1985)

C. Selection of Railroads for Analysis

Under the critena established by the Board for individual firm inclusion in the composite
railroad sample, a company must meet certain criteria. (Ex Parte 558 Sub-No 12 Decision)

Those critena are:



The company 1s a Class | line-haul railroad
If the Class I railroad 1s controlled by another company. the controlling company 1s
primartly a raillroad company (at lcast 50 percent of 1ts total assets arc devoted to
railroad operations), and 1t 1s not already included 1n the study frame.

o The company’s bonds arc rated at least BBB by Standard & Poor’s and Baa by
Moody's.

e The company’s stock 1s hsted on either the New York or the American Stock
Exchange

e The company has paid dividends throughout the year (2008)

Table 1 (bclow) lists the AARs evaluation of railroad companies that may mect the
STB's critena.

Table No. 1
Evaluation of Class | Railroads
Under Surface Transportation Board Selection Criteria

2008
Rail Assets
Dividends Account For Adequate

Class| Stock Listed Throughout At Least 50% Debt
Railroad _ Parent _Symbol NYSE/ASE 2008 of Parent Rating
BNSF Burlington Northem Santa Fe Corp  BNI Yes Yes Yes Yes
CSX CSX Corporation CSX Yes Yes Yes Yes
CNGT*  Canadian National Railway Co CNI Yes — NonU 8 company —
KCS Kansas City Southem KSU Yes No Yas No
NS Norfolk Southem Comoration NSC Yes Yes Yes Yes
SO0 Canadian Pacific Raiiway Limited CcP Yes — Non-U S company —
UP Union Pacific Corporation UNP Yos Yes Yes Yes

* CNGT is Grand Trunk Corporation, and consists of most of the U.S. railroad operations of Canadian National
Railway (CN) SQO s Soo Line Railroad, the westem U S operations of Canadian Pacific Railway (CP)
Following STB precedent, CN and Canadian Pacific were not included in the sample because both CN and
CP are Canadian corporations — and the cost of capital proceeding 1s concemed with dstermining costs for
US raillroads under STB junsdiction

This year there are four railroad corporations or holding companies 1n the sample meeting
the Board's cnitena. Burhington Northern Santa Fe Corporation, CSX Corporation, Norfolk
Southern Corporation, and Union Pacific Corporation These are the same railroads that were
included 1n the 2007 sample. Consistent with past proccedings, the two Canadian rmlroads have

been excluded from the sample.



Table 2 shows that. bascd on data for 2008, the four-firm composite accounts for
93.0 percent of the operating revenucs and 89.2 percent of the asscts of all Class [ rallroads As
in prior years, this year’s sample railroads account for a sigmficant portion of both the revenucs

and assets of the Class | railroads. indicating that the group represents the industry well '

Table No. 2
Relative Size of the Railroad Composite Sample
Year 2008

Revenue Assets Pct of Total Class | RR

Railroad ($000) ($000) Revenue Assets
BNSF $18,132,372 $35,702,439 296 % 260 %

CSX 10,219,153 24,185,322 167 176

NS 10,661,340 25.088,712 17.4 18.2

uP 17,934,844 37.650.022 29.3 27 4

Total $56.947,709 $122.626.495 930 892
Total Class | $61.242,606  $137,527,547 1000 % 1000 %

NOTE: Revenue and assct figures are from Annual Report Form R-1. submutted by Class 1
railroads to the STB at the end of March 2009 for the vear 2008

D. Types of Railroad Capital

The total capital of a firm may include various forms of debt and two types of equity:
common stock and preferred stock. Each of these three sources of capital has different expected
rates of return (reflecting different levels of perceived risk). and the overall cost of capital 15
calculated as the weighted average of the costs of common equity. preferred equity. and debt
based on their market values Different approaches are used 1o estimate the costs of cuch of the
types of capital In this statement, approximately 97 percent of the cost of debt 1s calculated using

bonds and similar instruments (including notes and debentures). The remaining three percent — in

' For 2007 (latest vear available with total industry data), Class I ratiroads accounted for 93 2 percent of the entire
freight rartroad industry®s freight revenue



the form of Equipment Trust Certificates and Conditional Sales Agreements ~ 1s calculated with a
long-uscd model that utilizes market-determined vields for government debt, and the historical
relationship between government debt and the type of railroad debt modeled The estimate of the
cost of common cquity 1s a simple average of the results from two estimation methods. One
mcthod, the details of which arc shown 1n this statement. 1s calculated using the Capital Asset
Pricing Model (CAPM) following the methodology prescribed by the Board in the 2007 Cost of
Caprital decision The other method, the details of which are shown n the statement of Dr Bruce
E Stangle. is calculated using a Multi-Stage Discounted Cash Flow model following the
methodology prescribed by the Board 1n 1ts Ex Parte No 664 (Sub-No 1) decision served on
January 28, 2009. The cost of preferred cquity capital has not been calculated. since none of the
representative compames had preferred stock outstanding at the end of 2008, Calculations for ali
three types of capital are based on data through 2008 The industry ‘s overall cost of capital is
computed as a weighted average of the two costs — debt and common equity — based upon the

market value for each type of capital.

lil. Debt Capital in 2008

The current cost of debt 1s determined from the current market-deternmuned yields on all
debt outstanding This approach 1s necessary. and n past Board Cost of Capital decisions’ has
been accepted as appropnate, because

(1) there 1s a lack of sufficient new 1ssues from which to develop a representatuve

current cost,

> Ex Parte Nos 415, 436. 452, 458. 464, 460, 473, 478. 486, 491, 506, 513, 518, 523, 523 (Sub-No 1), 558, 558
(Sub-No 13 558 (Sub-No 2) 558 (Sub-No 3). 535¥ (Sub-No 4). $58 (Sub-No 5). 558 (Sub-No 6). 55% (Sub-
No 7). 558 (Sub-No K), 558 (Sub-No 93, 558 (Sub-No 10) 358 (Sub-No 11}
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(3)

4)

the stated rate of interest/dividend pavment to the investor 1s not always the same
as the cost to the railroad. For example, when securities are 1ssued. the total
amount paid by investors 1s seldom recerved by the firm  Admmistrative fees.
such as compensation paid to investment bankers, reduce the proceeds to the firm
The effect of this 1s to increase the cost of the secunities to the firm:

the maturity mix and the type of secunty (equipment trust certificates. conditional
sales agreements. long-term debt) of new security 1ssues may be different from the
average of existing securities Because of the effect that length of maturity and
tvpe of secunty has on 1ts current cost. the use of only new 1ssues would not
accurately measure the current cost: and

the quantity and quality of existing debt has an impact on the vield of new 1ssues

A. Bonds, Notes and Debentures

Yields and marhet values of the sample railroads” bonds. notes and debentures are

obtained from bond prices and yiclds from Standard & Poor™s Bond Apress Feed database * As m

previous Cost of Capital determinations. the calculations are based on alf of the sample railroads’

bonds, notes. and debentures that were publicly traded during the vear The bonds that were

publicly traded 1n 2008 represent 63 percent of the market value of all outstanding bonds that

were issued by the sample ratlroads *

' Standard & Poor’s (S&P) Bond YpressFeed provides finanuial and statstical duta on approximately 6,200
corporaie bonds. and 1s essenually an electromic version of the Standard & Poor’s Bumd Grind

4

The only bonds not included 1n the Bond X eseFeed are bonds that are not publiely raded  There 18 no practical

way 1o obtain vields and prices for bonds which are privately held



1. Market Value of Bonds, Notes, and Debentures

The avcrage market value for traded bonds, notes, and debenturcs 1s calculated using the
methodology employed in previous Cost of Capital proceedings For cach of 61 traded bonds m
2008. an average price 1s calculated based on the simple average of monthly prices. The prices
represent what the mvestor 1s willing to pay for the bond given 1ts coupon rate and marurity date
The market value 1s the average market price (stated as a price per hundred dollars of principal)
times the amount of debt outstanding® as of December 31, 2008. Where market prices are not
available (1 e . for nstruments that did not trade). the “face value™ of the bond 1s assumed to be
the price mvestors would pay. This assumption may shightly overstate the market value of some
1ssues and understate the value of others, depending upon the relationship of the instruments”
coupon ratc and the current market rate. However. this possible vanation 1s not likely to
significantly affect the overall estimate of the cost of debt capital. since the differences are likely
to be both small and offsetting., and since 635 percent of the book value of bonds 1s priced at
market Table 3 summarizes the results of the market value caleulations for 2008  The market
valuc for bonds, notes. and debentures that traded 1s S16 6 billon The non-traded value has
almost doubled. increasing from $4.6 to $9.0 billion. The railroads issued a sigmficant amount of
new debt 1n 200K, and none of that debt was listed as trading in the S&P Bond ApressFecd

database

* Sccunties that were 1ssued during the year were prorated by the ratio of the number ol months outstanding to the
tweve-month vear, as done 1n past proceedings



Table No. 3
Bonds, Notes and Debentures
Average Market Value

Traded Non-Traded Total Weight
Value Value Value Based on
Raliroad Co. {$000) ($000) ($000) Traded
BNI $5.443,073  $1,655590 7,008,663 326811 %
CSX 2,962,925 3,555,225 6,518,150 17 861
NSC 4,728,427 1,131,644 5,860,071 28 503
UNP 3,454,638 2.687.816_ 6,142,454 20 825
Total $16.589,063 $9,030,275 $25.619.338 100.000 %
Pnor Year $17.505,104 4,614,897 522,120.001
Change -5 2% 95 7% 15 8%

Appendix A hists details for each of the 61 bonds. notes, and debentures belonging to the
composite ratlroad that traded in 2008 — and those instruments are summanzed for each sample

railroad 1n the front of the Appendix Book values for non-traded debt are also listed.

2. Current Cost of Bonds, Notes, and Debentures
Table 4 summanzes the yield or cost of each raillroad’s debt (bonds. notes, and

debentures). which, when weighted by the market value of the traded debt (as shown 1n Table 3),
determines the sample composite cost of bonds, notes and debentures. This weighted average is
6 525 percent

Table No. 4
Bonds, Notes and Debentures
Weighted Current Cost

Weight Current

Rallroad Co. Cost
BNI 32811% 6411 %
CcsX 17 861 6 988
NSC 28.503 6 574
UNP 20 825 6 230

Total 100 000 6.525 %

As noted earlier, the current cost tfor bonds. notes. and debentures 1s based on traded

instruments 1ssucd by the sample raillroads. Appendix A contains the average yield for each of



the 61 traded secunities as found in Standard & Poor’s Bond ApressFeed database. The average
yield for each secunity 1s a ssmple average of the twelve month-end vields found in Bond
ApressFeed The traded portion of Appendix A summanizes the yicld or cost of each railroad’s
debt, which, when weighted by the market value of the traded debt, determines the sample
composite cost of bonds. notes and debentures of 6.525 percent. The weights used in Table 4. as

derived from the calculations 1n Table 3, arc also based on the traded portion of Appendix A.

B. Equipment Trust Certificates

Equipment Trust Ceruficates (ETCs) are debt obligations that are secured by the particular
equipment which 1s acquired with the instrument’s proceeds. In the cvent of default, creditors
may rcpossess and resell or lease the equipment to pay off the debt obligations. Becausc ETCs
are not actively traded 1n secondary markets, 1t 1s necessary to determine their cost by examining
the return on other debt securities that arc actsvely traded.

An ETC 1s generally senally 1ssued. As such, cach year during its hife an equal amount
{typically 1/15th) of the oniginal amount must be reired  Consequently, an ETC may be thought
of as a series of individual, annually-retinng bonds. In fact. when ETCs are 1ssued. cach of the
maturities is sold independently from the others A senally 1ssued debt instrument provides an
investor with the ability to purchase only the matunities that interest him. To correctly compute
the composite yield on a scrially 1ssued bond. the internal rate of return on the bond’s principal
and intcrest payments must be calculated

To compare ETCs to other debt instruments, the yields to maturity (as detailed in
Appendix B) for government bills, notes. and bonds having the same range of maturities as
current ETCs were obtaincd from Federal Reserve data  The vield curve for these government

securities {also 1 Appendix B) shows the relationship between the current costs. or yiclds to

10



maturity. and matunty dates for government bonds (which, unhke ETCs, are actively traded 1n
sccondary markets)

These yield data have been adjusted by thc Federal Reserve Board to reflect constant
maturities. such that the data accuratcly reflect the 2008 relationships between yields and
maturnities After determining the yields to maturity for government bonds of maturities similar to
those of an ETC, thosc yields are adjusted 1o reflect the nsk associated with the ETCs as
compared to government bonds. In Cost of Capital filings pnor to Ex Parte No 486, Railroad
Cost of Caputal — 1989, vield spreads between government bonds and ETCs were based on the
publication Analvtical Record of Yields and Yield Spreads prepared by the Bond Market Research
Department of Salomon Brothers, Inc  However. Salomon Brothers has not compiled yields and
yield spreads for ETCs since 1988. Accordingly. identical to the methodology approved by the
Board for application 1 Ex Parte No 4R6 and subsequent proceedings, yields and yield spreads
used 1n this proceeding are based on new 1ssucs of ETCs by the sample railroads as compiled by
the AAR " (Identical to the methodology used in Ex Partc 486 and prior proceedings. the
Salomon Brothers compilation of yields and yicld spreads on comparable industrial instruments
were used as a proxy for ETCs of the same ratmg"r where there were no ncw ETC 1ssues of a

particular rating )

® The only difference between the two methodologies is the specificity of the data base regarding the new 1ssues
Salomon Brothers. Inc included all new 1ssues ¢f ETCs (i ¢ . airhines. railroads. ete ) in compuung yield spreads
between povernment bonds and ETCs while the AAR had included only new 1ssues of ETCs by the sample
railroads 1n computing yicld spreads between government bonds and ETCs  Use of new 1ssues of ETCs by the
sample railroads 1s necessarily representanive of the cost of ETCs because it s all-melusive and reflects the acrual
cost of new ETC 1ssuance  In today’s economuc ens ironment. ETCs for non-railroads could distort the spread

ETCs are rated by Standard & Poor’s. a firm which specializes in analyzing and evaluating securiiies according to
the likelihood of a default by the railroad responsible to pay interest and to redeem the face value The highest
available rating, AAA, indicates the least nsk of default All other things bemng equal. investors will pay a higher
price tor accept a lower yield) for a hgher rated secunity than for a lower rated securiy

11



In recent years prior to 2007, no new ETCs were 1ssued by the sample railroads. An
alternative method of estimating yield spreads between government bonds and ETCs was
therefore nccessary for Cost of Capital determinations for the years 2001 through 2006 For this
penod. the AAR rehied on histoncal yield spreads to determine the current cost of ETCs

Consequently, the yield spread between ETCs and government bonds was an average of the

spreads (government vs. BBB ETCs) used n the 1998 through 2000 Cost of Capital proceedings.

That spread was 114 basis ponts. In 2007, however, a new ETC was 1ssued. and it~ interest rate
spread above government bonds was 125 basis pomnts  There were no new ETCs 1ssued 1n 2008.
Some may arguc that the market changed significantly during the last quarter of 2008 (scc the
yield curve comparison m Appendix B). and the ETC spread has probably increased However,
we do not have enough informatton to update the 2007 spread Becausc the 2007 ET1C 1s the
most current measure of the relationship between ETCs and government securities. 1ts 125 basis
point sprcad 1s uscd herein as the interest rate spread above government bonds

The methodology used to determine the cost of ETC debt 1s the same as the method
cmployed and approved n previous proceedings  Risk-adjusted yields provade the basis to value

each ETC Using formulac suggested by Standard Security Caleulation Methods.™ the market

¥ he formulae uscd to value these bonds are standards of the secunty industry  They are

For bonds with less than s1x months to marurin

- ” _
_ T 1up+ G2 }_[02 (180 D)]
| 1+ DY/360 140

For bunds with six months or longer o matn

. 100 . Z ci2 (180 - D)
(1 =Y/2)pofN -1+ D/I80Y| [ {5301 = Y72}, (K - 1+ D/IRO) T 180
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value of each matunty comprising an ETC 1s determined. [n effect, these formulae make 1
possible to detcrmine the price investors would pay 1n 2008 for the contractual interest payments
and price apprecianon for holding the mstrument [t 1s the most accurate way to compute the
currcent cost of ETCs to the firm for the defined pernod  Computing the internal rate of return of
the ETC prices and their associated cash flow strcams establish the current cost for ETCs
Because the yield curve for government secuntics is lower 1n 2008 than 2007 (especially shorter-
term rates). and the consist of ETCs 1s mostly unchanged. the modcl shows lower rates compared

to 2007 The weighted-average cost for all modeled Equipment Trust Certificates 1s shown 1n

Table 5
Table No. 5
Summary of Equipment Trust Certificates Modeled for 2008
(5000}
Current Current
Arnounl_ Outstanding Market Interest No.
Railroad Beg. Endlng Averge Yield Value Amount ETC
BNSF $224.414 $197,577 $210.,996 4.368% $227.997 $9,960 6
CSX $190,200 $160,500 $175,350 4.205% $192,631 $8.099 7
NS $113,050 $96,300 $104,675 4 196% $112.996 $4.741 3
UpP $227,163  $202,018 $214,580 4.796% $233.118 $11 180 5
Total $754,827 S5656,395 $705.611 4 432% $766,740 $33,980 21

Weighing each railroad’s yield, by its current market value for modeled ETCs, results in a
current cost of 4 432 percent A summary of each railroad’s modcled ETC can be found 1n
Appendix C, which includes a market valuc and a current yield In addinon, Appendix C also

lists ETCs that were not modeled ETCs can fail to be modeled for two reasons' (1) the ETC

Where Dp - Dollar price of the bond
C a Coupon raie as 4 percent per year
D = Number of davs Irom settilement date to coupen dawe
h] = Y 1eld v maturity as a decimal per vear
LXr = Raise the term on the left to the power indicated bv the term on the nght
N = Whole number ot coupons payable plus 13
k - Compute for K values 1 @ ™ and sum the results
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istrument does not have all of the charactenistics typical of an ETC, or (2) the ETC has a floating
rate (mnstead of fixed) making its rate for a particular futurc vear uncertain. The marhet value of
all modeled ETCs 1s $766 7 million. Based on the assumption that the market value of non-
modeled ETCs 1s the same as 1ts book value. the market value of non-modeled ETCs is S81.0
million. The non-modeled ETC “market valuc™ 1s hsted 1n the Miscellaneous Debt category to

comply with the Board’s previous decisions.

C. Conditional Sales Agreements

Conditional Salcs Agreements (CSAs) are another form of ratlroad financing that 1s
treated by investors as debt sccunties, because their interest obligations are essentially the same
as interest obhgations on ETCs Like ETCs. CSAs are not generally traded 1n secondary markets.
Accordingly, as 1n prior proceedings. their current cost has been determined from current vields
on gorvernment bonds in a similar manner to ETCs

In Cost of Capital proccedings prior to Ex Parte No. 486, Railroad Cost of Caputul —
1989. vield spreads for CSAs were estimated using the vield on new 1ssues of CSAs and the
Salomon Brothers. Inc publication .4nahtical Record of Yield and hield Spreads to determine
the yiclds and vield spreads between government bonds. ETCs. and CSAs of similar rating

However in 2008, as 1n 1989-1996 and 1998-2007. there were no 1ssues of CSAs by the
sample rallroads Therefore. an alternatiy ¢ method of estimating vield spreads was required using
historical vicld spread data to determine the current cost of CSAs  Simlarly, histonical vield
spread data are used 1n this proceeding to determme the current cost of CSAs  Specitically. the
vicld spread for CSAs i 2008 1s based upon the yield-spread relationship between ETCs and

CSAs issued i 1997, which was used in the 1997-2007 Cost of Capital proceedings This
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approach, which has becn used and approved i prior proccedings, 1s the most practical and
accurate method available for determining the cost of CSAs

In 1997, a new CSA was 1ssued— the first since 1987. The yield spread of the new CSA
over ETCs 1n 1997 was 32 basis points. Adding this yield spread to the current ETC yicld spread
over gorernment bonds of 125 basis points provides a 2008 CSA wield spread of 157 basis points
over government bonds. Using this methodology. the current cost of Conditional Sales
Agreements and their market value 1s shown in Table 6. Although the table 1s shown n
thousands, interest rate calculations are based on the full interest amount [$2,290,671] and full

market value [$54.389,296].

Table No. 6
Summary of Conditional Sales Agreements Modeled for 2008
($000)
Current Current
Amount Outstanding Market interest No.
Railroad Beg. Ending Average Yield Value Amount CSA
BNSF $0 $0 $0 - $0 S0 0
CsX 56,852 45,481 51,167 4 212% 54,389 2,291 2
NS 0 0 0 - 0 0 0
UP 0 0 0 - 0 0 0
Total $56,852 $45,481 $51,167 4 212% $54,389 $2.291 2

Weighing cach railroad’s vield, by its current market value for modeled CSAs. results in a
current cost of' 4 212 percent. Similar to ETCs, the yiclds reflected in the model are lower
because of the lower vield curve for government securities. A summary of each railroad’s (only
one railroad still has this type of debt instrument) modeled CSAs can be found m Appendix D,
which mcludes a market value and a current yield In addition. Appendix D hsts CSAs that were
not modeled Like an ETC, CSAs can fail to be modcled for two reasons. (1) the CSA

instrument does not have all of the characteristics typical of a CSA, or (2) the CSA has a floating
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rate (instead of fixed), making its ratc for a particular future vear uncertain. The market value of
all modeled CSAs 15 $54 4 million Based on the assumption that the market value of non-
modeled CSAs 1s the same as 11s book value, the market value of non-modeled CSAs 1s $35 9
milhon The non-modcled CSA market value has been listed with the Miscellaneous Debt

category to comply with the Board's earher decisions

D. All Other Debt

Capital leases and miscellaneous debt such as commercial paper, demand deposits, and
other instruments with reletively small amounts outstanding are listed as All Other Debt To
comply with past decisions of the Board. non-modeled Equipment Trust Certificates and
Condstional Sales Agreements have been listed 1n this category. Capital Leases account for over
three-fourths of the All Other Dcbt catcgory.

Capatal leascs arc contracts between two partics and as such take many forms ® Since
capital leases are not traded 1n the marketplace, their current cost 1s not directly observable The
lack of complete mformation with respect to lcascs necessitates that many assumptions be made
to estimate their current cost and their values  For market value purposes, capital leases are
included at book value Given the large number of these leases and the significant differences
among their terms, this 1s the only practical option available Because the cost of capital
calculation assigns this debt a cost based on traded or modeled securitics (bonds, notes.
debentures, ETCs and CSAs) that typically have a lower cost. the cost used for capital leases will
be understated somewhat.

Miscellaneous debt, such as commercial paper. demand deposits. and various instruments

with extremely small amounts outstanding are also excluded from the current cost computations.



Non-modeled Equipment Trust Certificates and non-modeled Conditional Sales Agreements are
also included in the Miscellancous Debt category The book value (assumed market valuc) of
capital leases. miscellancous debt. non-modeled ETCs. and non-modeled CSAs 15 $3,365.3
million: as a percent of the total market value of debt of the composite railroad. it 1s 11.3 percent
This treatment of’ All Other Debt is the samc approach used n the previous cost of capital

proceeding

E. Market Value of Debt

Table 7 summanzes the total market value for cach debt category The total market value
for traded and non-traded debt 1s $29.805.8 million. Bonds, Notes, and Debentures (Bonds)
account for about 86 percent of the total market value. Approximately 64 percent of the Bonds®
market value 1s determined by the results of trading throughout the year, while the remaining

portion 1s based upon the book value of non-traded bonds

Table No. 7
Market Value of Debt ($000)
Markot Percent of

Type of Debt Value Total Subtotal
Bonds, Notes & Debentures $25619,.338 B595% 9689 %
Equipment Trust Certificates 766,740 2.57 2.90
Conditional Sales Agreements 54,389 0.18 021

Subtotal 26,440,468 8871 100 00 %
All Other Debt* 3,365,329 11.28

Total $29,805,787 10000 %

* Non-modeled ETCs and non-modelecd CSAs are included in All Other Dabt

Current costs can be determined for three of the four debt categories — Bonds. Equipment
Trust Certificates, and Conditional Sales Agreements Therefore, the weighted average cost of

debt is based upon these three (of the four) debt categories (see subtotal column). The total

¥ See generally 49 CT R 1201, 2-20 for definihiens
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market value of debt, used to determine the weight for debt in the overall cost of capital
calculation. includes all four categories The market value of debt. including traded and non-

traded debt, is described 1n more detail in Appendix E

F. Flotation Costs for Debt Capital

The cost of 1ssuing new debt gencrally has two portions. First, when new debt 1s issued
by a negotiated offering or a competitive bid, the 1ssuing firm pays a fee to the investment
banking firm or firms handhing the offer. These fees cover the banker’s administrative costs 1n
handling the sale and profits. Sccond. the 1ssucr meurs cxpenses such as legal. accounting, and
printing Those types of expenses are quantified m the Securities and Exchange Commission’s
Form 424(b)(5). as are the investment banker’s fee and other details of new debt offerings.
Fiotation costs generally vary by type of secunty. For ETCs and CSAs. the fees are extremely
small, but costs increase as the admimstrative burden and underwrniting nsk increasc (1. , in order
of increasing cost — ETCs and CSAs, bonds and notes, convertible bonds, and preferred stock
and common stock) As discussed below. flotation costs directly reduce the gross proceeds
available to the tssuing firm.

An example helps to 1llustrate how flotation costs permanently increasc the cost of debt
capital to the railroad If a railroad sells a 10-year bond with an annual coupon of 15 percent and
mvestors are wilhing to pay S98 for each $100 in face value, the effective yield on the bond 1s
15 40 percent  Because the mvestment banker requires compensation (flotation costs) for his
work. the railroad does not reccive the full S98 from the investors [n addition, the railroad will
have 1ts own internal costs such as legal and accounting. If flotation costs reduce the net proceeds
to say $96, the effective cost to the railroad over the life of the bond 1s 15 82 percent. Therefore,

flotation costs have increased the cost of debt from 15 40 to 15 82, or by 42 basis points. Proper
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accounting treatment requires the $4 per $100 ($100 - $96) to be amortized on a straight line
basis over the life of the bond In addition. the Uniform System of Accounts requires the annual
amortization to be charged directly to ACCOUI-]I No 548, Amortization of Discount on Funded
Debt. a fixed charge item This results 1n fixed charges for the year totaling $15.40 (S15.00
coupon payment + amortization of $0.20 discount + $0.20 flotation costs) It 1s important to note
that these flotation costs are not recovered through operating costs but are fixed charges each vear
during the hife of the bond Also. 1t 1s evident that 1n order to reflect the total current cost of debt.
flotation costs must be mncluded

Any firm requires the opportunity to cover flotation costs before it will have an incentive
to make future capital expenditures. Before creditors will lend their funds. they must be assured
that the railroad wili have the opportunity to earn returns sufficient to cover all costs

In STB Ex Parte No 558 (Sub-No | 1). the Board stated that it “would welcome a better
and more transparent calculation of flotation costs 1n futurc proccedings ™ Therefore, | have
calculated flotation costs for bonds using data available from clectromic filings with the Securities
and Exchange Commission (SEC). and these filings are publicly available " The filing tvpe 15
“424B5". and the SEC’s description is “Prospectus Rule 424(b)(5)" In addition to standard bond
imformation such as coupon and maturity date. these filings also provide the price to mestors.
underwniter’s fee. and railroad expenses excluding the underwniter’s fee  Using a method similar
to the STB method used 1n sts Ex Parte No. 558 (Sub-No 11) decision served September 26.
2008, 1 have calculated a yield bascd on the price to investors and a yield that also included

flotation costs The difference between the two vields 1s the flotation cost cxpressed in

1®The SEC"s EDGAR (Elcctromc Data Gathering. Analvsis and Retrieval) system 1s avaslable on the iternet at the
following address  hup /Awww sec gos fedgar shuml
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percentage points. For 2008, seven new 1ssues were reported n six {one filing reported two new
1ssues) filmgs Information for an cighth new offenng was provided directly {from the railroad A
simple average of the eight flotation costs 1s 0 110 percentage points  Page | of Appendix F
contains a table with source data and calculations. Pages 2 and 3 of the same appendix contain,
as an example, the pages from the SEC filing that were used as a source for the first bond. The
source filings (and the information supplied by one railroad) for the remaining bonds have been
included m the work papers. As comparisons, the STB used 0 14 percentage points 1n 1ts
decision for the 2007 cost of capital. and that same methodology produces 0 145 percentage
pomts for 2008 ' 1beclieve the group of eight new railroad debt ssues provides the best source to
determine flotation costs for 2008. and | have therefore used 0.1 10 percentage points for the
flotation costs for bonds
The Securities and Exchange Commussion (SEC) conducted a study of flotation costs

using ralroad ETC data for the vears 1951, 1952 and 1955.'% In that study. the SEC determined
that ETC flotation costs averaged (.89 percent of gross proceeds For CSAs, neither recent nor
historical data are publicly available, so the ETC figure 1s used.

Table & below calculates flotation costs for ETCs and CSAs using the flotation percent of
gross proceeds discussed above Current average yiclds on railroad ETCs and CSAs are assumed
to be equal to the yield resulting from the price to investors for a new issue Coupons arc

assumed to be paid twice per year. The duration for new ETCs and CSAs 1s assumed to be 15

"I An SEC swdy (Cost of Flutation of Registered Securities 1971-1972, Secunties and Exchange Commussion.
December 1974) of flotation costs proy ided data for 659 debtissues 11 concluded that flotation costs asa percent
of gross proceeds arc 1 39 pereemt Assurmung the current bond vield 15 6 $25%, a new 1ssue will pay twice per
vear for 20 vears, and the SEC's 1 39 percent accounts for tees and issuer expenses one van caleulate an effective
vield of 6 670 percemt The difference between the two vields 15 the flotation cost on @ percemage point basis

¥ Cast of Flotation of Conporate Securities 1951-1955 Secunitses end Exchange Commission June 1957
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years Given the input data, effective yields can be calculated, and the difference between the
yields excluding flotation costs and the yields including flotation costs are the flotation costs
measured in percentage points The results are flotation costs for ETCs of 0.082 percentage
points. The figurc for CSAs 1s very similar. at 0 081 percentage points This method was used by
the Board 1n its 2007 Cost of Capntal decision. and the 2008 figures are close to the STB's 0 09

percentage points for 2007.

Table No. 8
Flotation Costs for
Equipment Trust Certificates and
Conditional Sales Agreements

Given ETC CSA
Flotation Costs as Pct of Gross Proceeds 0890% 0890%
Awg Railroad Yields (Table 5 & 6) 4432% 4212%
Duration of New Instrument (Years) 15 15
Calculated

Pnce After Flolation Cosls $99 11 $99 11
Effective Yield Including Flotation Costs 4514% 4.293%

Difference Between Yields With and
Without Flotation Costs =
Fiotation Cost as Percentage Points 0.082% 0.081%

To compute the overall effect of flotation cost on debt. the market value weight of the
dcbt outstanding 1s multiplhied by the respective flotation cost The weights for each type of debt
are based on market values for debt (excluding All Other Debt). as found in Appendix E’s
Percent of Subtotal column. All Other Debt 1s excluded from the weight calculation, since a
current cost of debt for that category has not been determined. As shown in Table Y, flotation
costs mcrease the cost of debt by 0 109 percentage points. This result 1s slightly lower than the

Board's 0.14 percent calculated 1n its 2007 Cost of Capital decision



Table No. 9
Flotation Costs For Debt

Market Floatation

Type of Debt Weight Cost
Bonds, Notes & Debentures 86 89% 0.110%
Equipment Trust Certificates 2.90% 0.082%
Conditional Sales Agreements 021% 0.081%
Total 100.00% 0.109%

G. Conclusion as to the Cost of Debt Capital

To determine the overall composite current cost of debt. the current cost of cach of three
categories of debt (Bonds, ETCs and CSAs) 1s multiplied by 1ts market value proportion  Market
va_lues are properly used 1n this connection. because they represent the amounts on which the
current cost must be paid Table 10 shows the results of this calculation

Table No. 10
Compaosite Current Cost Of Debt

Market Current

Type of Debt Welight Cost
Bonds, Notes & Debentures 96.89% 6 525%
Equipment Trust Certificates 290% 4432%
Conditional Sales Agreements 021% 4212%
Subtotal 10000% 6 459%
Flotation Costs 0.109%
Weighted Cost of Debt 6.568%
Weighted Cost of Debt (Rounded) 6.57%

The current weighted cost of debt before flotation costs is 6.459 percent. The addition of
flotation costs results 1n a rounded cost of debt of 6.57 percent Detals for the calculation of the

overall cost of debt arc provided in Appendix G using weights calculated in Appendix E

M
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lll. Common Equity Capital In 2008

A The Market Value of Common Equity Capital

The market valuc of common equity is based on stock prices and shares outstanding for
2008 Table 11 below summanzes the market value calculation. The Weight column, which 1s
not used directly 1n our calculation, 1s provided as additional information

Table No. 11
Average Market Value
For Common Equity in 2008

Value Weight

Railroad Co. ($000) %
BNI $31,720,647 8 2888 %
CcsX 21,425,174 4 19 50
NSC 21,788,032 6 19.83
UNP 34,916,670.9 31.79

Total $100.8505258  100.00 %
Prior Year 599,126,191 0
Change 10 8%

Details of the calculation are presented in Appencdix H Weekly market values were
calculated for each rmiroad using shares outstanding data from railroad 10-Q and 10-K reports
multiplied by stock prices at the close of each week m 2008 '* The 52-weck average market
capitalization of the composite railroad (the four railroads that comprise the composite sample),
listed on page S of Appendix H. 1s $109.850 S million Weekly numbers for the last quarter of
2008 were well below the average for 2007, but results for the first three quarters of 2008 caused

the average for 2008 to be 10.8 percent higher than the previous year

> The 10-Q and 10-K repors are filed with the U S Securities and Exchange Commission (SEC) and are available
trom railroad web sites or the SEC web site



B. The Capital Asset Pricing Model (CAPM)

The cost of equity 1s a measure of investor expectations. including the opportunity cost of
investing in a share of a firm’s stock. 1 e., the expected rate of return that investors requirc on the
market value (purchasc price) of the stock n light of alternative investment opportunitics of
comparable risk. Because investor cxpectations are not directly observable, analysts have
developed methods of inferring the cost of equity from available financial data. There arc several
methods available to estimatc the cost of equity. Two of these methods. the Capital Asset Pricing
Model (CAPM) and a Mult-Stage Discounted Cash Flow Modet (MSDCF) ar¢ used i this
slatement to compute an estimatc for the cost of equity — 1n accordance with STB Ex Parte No.
558 (Sub N\o 12) The CAPM 1s discussed hercin. (The MSDCF methodelogy 1s described 1n
the attached verified statement of Dr. Bruce E Stangle, Chairman, Analysis Group Inc.. and the
result discussed in my next section )

The theory underlying the CAPM is that an investor seeks a risk-frec return plus a
premium that 1s dependent upon nisk. In formulaic terms, the cost of equity as esumated by the
CAPM may be expressed as:

K = RF ~- Beta (MRP)

Where K = the firm’s cost of equity,

RF = the risk-free rate,
MRP = the market’s nsk premium, and
Beta = the coefTicient of systematic, non-diversifiable risk of the stock

Therefore, each firm’s cost of equity depends on the non-diversifiable nisk of 1ts common

stock, represented in the modcl as Beta. The nisk-free rate (RF) 1s typically represented by the

rate of a U.S Government (Trcasury) instrument The market risk premium (MRP) 1s the

expected future difference between returns for the overall stock market and nsk-frec returns.



That expected difference 1s typically estimated using histonical differences. Beta 1s the coefficient
of systematic, non-diversifiable nsk of the stock, which depends on 1ts volatihity and ns
correlation with the overall stock market The Beta for the overall stoch marketis 1 0 Firms
with higher nsk will have a Beta above 1.0, while firms wiath lower nsh will have a Beta below
1.0 As with the market risk premium, Betas arc also typically estimated using historical
relationships. The methodology used for the CAPM calculation — including details for using
certain inputs — follows the methodology prescribed by the STB 1n the 2007 Cost of Capital

1
decision

1. Risk-Free Rate (RF)
In 1ts decisions 1 Ex Parte 558 (Sub No. 10) and Ex Parte 558 (Sub No 11). the Board

specified a risk-free ratc based on an average yicld to matunity for a 20-year U.S. Trecasury Bond
The average yield to matunty for a 20-year U.S Treasury Bond, which 1s available from the

Federal Reserve web site, 1s used '* Table 12 (below) lists a 1 5-year history of this bond.

M Ex Parte No 55% (Sub-No 11), Rmlroad Cost of Capital — 2007, served September 26, 2008

I* Federal Reserve's web site 15 hitp //www tederalreserve govireleases/H | S/data htm  Select Treasury Constant
Maturities Nomunal 20-year, Annual




Table No. 12
20-Year U.S. Treasury Bonds 1984 - 2008

Average

Annual
Year Rate
1994 749 %
1995 6 95
1996 6 83
1997 669
1998 572
1989 6.20
2000 6.23
2001 563
2002 543
2003 4 96
2004 504
2005 464
2006 500
2007 491
2008 4 36

Source Federal Reserve

As can be seen in Table 12, the 4.36 percent average 2008 rate for 20-Year U S Treasury
Bonds is the lowest figure in the fifteen-year period. Furthermore. based on the obsen ation of
interest rates histed i the Economic Report of the President,™ many long-term interest rates are
near their lowest level since the mid-1960s

Using the average yield to maturity i 2008 for a 20-vear U S Treasury Bond. as directed

in STB Ex Parte No 558 (Sub No. 10). the CAPM’s risk-free rate 1s 4.36 percent

I* Ceonumie Report of the President 2009, TABLE B=73 —Bond vields und mterest rates 192v-2107



2. Market Risk Premium (MRF)
In the STB Ex Partc No. 558 (Sub No. 10) decision served January 17. 2008, the STB

required that the market nisk premium (a.k.a equiny risk premium) calculation begin with year
1926. which 1s a standard approach. The Standard & Poor’s 500 Index 15 to be used as the
representative of the market — also a standard approach. The STB’s decision also stated that the
“data are also available from a vanety of commercial vendors. including Ibbotson.™

Since the Ibbotson kEquity Rish Premium 1s wel] regarded and widely accepted, the 2008
market risk premium from the Stocks, Bonds, Bills, and Inflation (a k.a. SBBI) 2009 } earbook
Valuation Ediion pubhished by Mornimgstar 1s used.’” This source was accepted m the STBs
2006 and 2007 decisions. Page 56 of the 2009 SBBI! lists the Long-Honzon Equity Risk
Premium that 1s based on the Standard & Poor®s 500 as 6.47 percent, which is used as the rate for

the CAPM’s marhet rsk premium.

3. Beta
The STB Ex Parte No. 664 decision requires parties to calculate the CAPM's Beta using a

portfolic of weekly, merger-adjusted stock returns for the prior five years in the following
equation'

R -~ SRRF = Alpha + Beta (RM - SRRF) - E

Where:

R = merger-adjusted stock returns for the portfoho of railroads:™
SSRF = short-run nsk-free rate represented by 3-mo. U.S. Treasury Bills,
Alpha = constant term:

Beta - coefTicient of systematic. non-div ersifiable risk:

RM = return for the market, represented by the S&P 500: and

E = random error term.

[bbotson Associates 1s a whollv-owned subsidiary of Mornigstar, Inc

'* Railroads must meet the screeming critena set forth 1n Rarlroud Cost of Capital — 1984
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In 1ts Railroad Cost of Capital — 2006 decision, the STB clanfied its Beta calculation
mecthodology The STB noted that “[t]he proper way to arrive at the weckly portfolio change 1s to
calculate the weekly stock percentage change for cach firm. weighted by that firm's share of the
industry as a whole ™ The STB also determined that the Standard & Poor’s 500 Price Index,
which 1s publicly available, should be used as a proxy for the Standard & Poor’s 500 Total Return
Index, unless the Total Return Index 15 made available to the public.

Using the STB 1nstructions, the value for Beta can be solved for using a linear regression
The railroad portfolio return less the short-term risk free rate 1s the dependent vanable, while the
market return less the nisk free rate 1s the independent vanable. The regression’s random crror
term 1s unknown. the intercept 1s the Alpha. and the coefficient for the explanatory vanable 1s the
Beta

The raw regression data set used 1n the AAR calculation 1s derived from publicly available
data from web sites on the intemnet (for further information. sce the work papers) The raw data
consists of weekly observations from the first week of 2004 through the last week of 2008. The
data wet label variables 1dentify the first day of trading during the week (typically Monday). but
the close prices were for the last day of trading during the week. Weck 1 1n the regression data
sct 1s the week beginning Monday, January 5, 2004 The prior weck, which began on Monday,
December 29. 2003. had only onc day where stock traded (January 2) dunng 2004 — so 1t was not
mcluded 1n the regression data set  The last week 1n the data set 1s week 261, and 1t began on
Monday. December 29, 2008  Stock traded during 2008 for 3 of the 4 trading days 1n this week

{no trading on January 1), so 1t 1s included as part of 2008.



Three categories of data are necessary for the raw regression data set. First, weekly stock
prices for BNI, CSX. NSC, and UNP'? are downloaded from a free web site.”® Prices adjusted for
dividends and sphits are used as the dependent variable, while prices that are only adjusted for
splits are used for weighting = The price index values for Standard & Poor's 500 Price Index
were also downioaded from the same web site, Second, stock shares outstanding, and an
effective date, were gathered from each railroad’s 10-Q and 10-K reports The shares
outstanding data were adjusted for stock sphts 1f necessary. For each railroad, a shares
outstanding value 1s assigned to each week based upon the latest available 10-Q or 10-K
submissions by that railroad to the Securities and Exchange Commussion ** The final prece of
raw data 1s the rate for 3-Month U.S. Treasury Bills. These secunitics are also known as 13-Wecek
Treasury Bills or 90-Day Treasury Bills. The Treasury Bill rates are acquired from the Federal
Reserve web site

SAS™ staustical software 1s used to run the regression analysis to calculate Beta. and to
prepare the regression data set from the raw data. Prior to running the regression. the weckly

stock percentage change for each railroad is calculated and weighted by that railroad’s sharc of

" The Burlingion Northern Santa Fe Corporation has a stock symbol of BNL CSX Corporauon 1s CSX. Norfolk
Southern Corporation 1s NSC, and Unton Pacific Corporation 1s UNP

**The Yahoo! Finance web site was used Go to http fifinance yahoo com/g/hp®«=BNI to stan with the first railroad
(BNI) Sclect weekly data and a date range

! The dwidend-adjusted values may difter for a given week 1f the data are down-loaded at different imes during the
year, especially 1 dividends have been paid during the intenm ume  For example using the week beginning
December 29 2008 BNI close price 15 always $78 45, but the adjusted close was 78 45 for a Junuary 7 2009
downlouad — and 1t was $77 86 on a March 18. 2009 download The difference uppears 1o affeet the fourth dign
afier the decimal for Beta calculations

*For cxample, BNSF reported 371,220,104 shares outstanding as of October 24, 2003 1n 1ts third quarter 2003 10-Q
report, and 372,258,486 shares outstanding as of Februany 2. 2004 1n 1ts 2003 10-K report  Therelore. the first
five wecks were assigned 371,220,104 shares outstanding  Because week 6 (hegan Fehruary 9) was the first full
wech after February 2. 1t was assigned 372.258 486 shares outstanding  This methodology 1s consisient with the
STB Ex Parte No 558 {Sub-No 11} decision

2 SAS Instute Inc . Carv. NC
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the industry as a whole to create a composite railroad return.™ Weekly returns are also calculated
for the Standard & Poor’s 500 Price Index (the proxy for the market as a whole) Each weck’s
three-month Treasury Bill rate, which 1s the measure employed for the short-run nsk-free rate, 1s
restated from an annual to a weekly rate to make 1t comparable to the weckly returns  The weekly
Treasury Bill rates are then deducted from the composite railroad portfolio returns and market
returns as was donc 1n the two previous cost of capital submissions. The resulting regression data
set has 260 observations {wecks 2 through 261). since the first week of the raw data set 1s used
only to calculate a return for week 2

The SAS General Linear Model procedure 1s used to calculate the regression. with
composite railroad returns less the short-run rish-free rate as the dependent vanable and the
market returns less the short-run nisk-frec rate as the independent vanable. As specified by the
STB decisions, the regression includes an intercept. Appendix I contains a summary of the
regression, which resulted in a Beta estimate of 0 9338, A second calculation, using spreadsheet
software has the same result.

The 2008 Beta is higher than the 0.8604 calculated by the STB for 2006, but lower than
2007's 1 1027. We are not surprised that the 2008 Beta 1s higher than the 2006 figure that
mncluded some weeks from the “Tech Stock Bubble™, but we did not expect the 2008 figure to fall
below 1.0. Our early Fall calculation, which used 247 abservations through the week that begins
September 29, 2008, resulted in a Beta of 1.2143. A recent calculation that adds observations

from January through the end of March 2009 to the data set results 11 a Beta that 1s 1.0074,

** Since the weight needs 1o be the weight at the beginning of the week mstead of the end of the week. data from the
end of the previous penod 15 used 10 represent the beginming of the current period

** An addimonal regression using a data set with data downloaded m late March resulted n a Beta of 0 9339
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causing us to believe that the 0.9338 Beta for 2008 1s an aberration that will probably have a
higher value 1n next year’s cost of capital calculation.

We have evaluated our Beta calculations by (1) comparing it to previous years and the
expected direction of change. and (2) comparing the results of two independent calculations using
data sets created independently. As discussed earher, the 2008 Beta is lower than expected, but
higher than the 2006 Beta, as expected. The resulting value of 0.9338 for Beta, as calculated in
our regression, is used as an mput to the Capital Asset Pricing Model

A review of the CAPM 1s as follows.
K = RF + Beta (MRP)
Where K = the cost of equity for the portfohio of railroads.
RF = the nsk-free rate,
MRP = thc market’s nsk premium, and
Beta = coefficient of systematic. non-diversifiable nisk
Our CAPM used the methodology specificd by the STB 1n Ex Parte Nos 558 (Sub-No

11) Table 13 15 a summary of our CAPM cost of common equity calculation, which resulted n

an average 2008 cost of equity estimate for the composite railroad of 10 40 percent

Table No. 13
Cost of of Common Equity
Using STB's Capital Asset Pricing Model

Inputs to Model

Risk-Free Rate 4,36 % From Table No 12

Market Risk Premium 647 % From SBBI (see text)

Beta 09338 From Appendix |

Caiculation

Risk-Free Rate 436 % Gnen

Plus Beta Adjusied Risk Premium 604 % Beta x Mkt Risk Prem
CAPM Cost of Equity 10.40 % Risk-Free Rate + Prem

31



C. The Multi-Stage Discounted Cash Flow Model

As stated earlier, there are several methods available 1o estimate the cost of equity The
Mulu-Stage Discounted Cash Flow Model (MSDCF) 1s another model available Using this
model, the cost of equity 15 the discount rate that cquates a firm’s market value to the present
value of the expected strcam of free cash flow that 1s potentially available for distribution to
equity mvestors. The multiple stage portion of the model accounts for the assumption that the
firm will not expenence a constant growth rate throughout its life  The STB, in Ex Parte No. 664
(Sub No 1). adopted the Morningstar/[bbotson MSDCF model to usc for estimating the cost of
common equity capital * The cost of common equity calculations using this three-stage model
are presented 1n the separate, accompanying Vernified Statement of Dr Bruce E Stanglc,
Chairman, Analysis Group Inc Dr Stangle replicated the Board’s Morningstar/Ibbotson MSDCF
model. and calculated a cost of equity of 16 29 percent 1 have examined Dr. Stangle’s
calculations and methods and concur in his findings. and I have utihzed his Momingstar/Ibbotson

MSDCF cost of equity estimate as part of my calculation of the 2008 cost of equity capital

D. Conclusion as to the Cost of Common Equity Capital

In the STB's Ex Parte No 3558 (Sub-No. 12) decision served March 6, 2009, the Board
specified that it will use a simple average of the estimates produced by the CAPM adopted 1n
STB Ex Parte No. 664 and the Momingstar/Ibbotson Multi-Stage DCF Model specified in STB
Ex Parte 664 (Sub No. 1) Tablc 14 contains the cost of equity estimated by each model, and a

simple average of the estimates. The cost of equity for 2008 is 13.35 percent, and this 1s an

** The Momingstar/[bbotson MSDCI™ model adopted by the Board in Ex Parte No 664 (Sub-No 1) 1« a modified
version that includes only the railroads that pass the sereening cntena set forth in Railroad Cosi of Capatal — 1984,
11CC 2d 989 (1985). for inclusion in the sample of rarlroads used for the annual cost of caprtal determination
See Ex Parie No 664 (Sub-No 1), Use of @ Multi-Stage Discounted Cavit Flow Model i Determimming the
Rariroad Indusirv's Cost of Capital, served January 28. 2009
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increase of 0 67 percentage pomts from the 2007 figure that was based solely on the CAPM The
13 35 figure 15 also very close to the 13 40% cost of equity testified by Dr Stangle to be the
average for 2007 1f the CAPM and MSDCF were averaged.”

Table No. 14
Cost of of Common Equity Capital

Model

Capital Asset Pncing Model 1040 % From Table No 13
Multi-Stage Discounted Cash Flow 16 29 From Stangle V S
Cost of Common Equity 1335 % Awerage

V. Preferred Equity Capital in 2008

Like 2003 through 2007, no preferred stock 1ssues were outstanding at the end of 2008 for
the railroad companies compnising the railroad composite sample. The Class 1 rmlroad Kansas
City Southern has preferred stock outstanding. but 1t does not meet the sclection cnitena tor the
composite rallroad (see Table 1) because 1t does not pay dividends on 1ts common stoch - and
does not have a sufficient rating on its debt. Therefore, no cost for preferred equity capital has

been calculated, and the market vaiue for preferred equity capital 15 zero

V1. The Overall Cost of Capital In 2008

A Determination of Market Value Weights

As shown in Appendix E and Appendix H, the market value of debt and common equity
are $29,805.8 mllion and $109,850.5 milhon. respectively. As mentioned in Scction V,

Preferred Equity Capitat in 2008, the sample railroad companies had no preferred stoch 1ssues

*" See Exhibit 3 on page 7 of Dr Bruce E Stangle™s statement in Comments of the Associanion of American
Railroads in STB Ex Panc No 646 (Sub-No 1), submutted Apnl 14, 2008
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outstanding at the end of 2008. Therefore, preferred cquity capital 1s given no weight in the
overall cost of capital, and no cost 1s calculated The figure for the market value of debt includes
market valucs of bonds. notes. debentures, equipment trust certificates. and conditional sales
agreements Other debt and capitalized leases are included at their book value, because market
values are difficult to determine (in some nstances book values correspond to market values) and
because these other instruments are a minimal portion of all rallroad debt Based on these
calculations, the market value weights for debt and common equity are 21.34 percent and

78.66 percent, respectively. These figures are not far from the values found by the STB for 2007,

which are 20.68 percent for debt and 79 32 percent for common equity

B. The Overall Cost of Capital

Multiplying the cost of debt. the cost of common equity capital. and the cost of preferred
equity capital. by their respective market value proportions, results 1n a 2008 overall cost of
capital of 11.90 percent. as shown in Table 15 This 1s higher than the 11 33 percent cost of
capital decided for 2007 that had lower costs tor both debt and equity. Howcever. 1f the 2007 cost
of capital determmination had used a cost of equity based on both the CAPM and the MS-DCF, the
overall cost of capital for that penod would have afso been 11 90 percent

Table No. 15
Weighted Current Cost of Capital

Market Capital
Value  Structure Current

Reference {mil) Weight Cost
Debt Appendix E, F $208058 2134 % 657 %
Common Equity Appendix G, Table 14 109,850.5 78 66 13 35
Preferred Equity  Text 00 0.00 n/a
Total $139,656 3 10000 %
Woeighted Current Cost of Capital 11.90 %
3



VIl. Qualifications of John T. Gray

My name 1s John T Gray. 1am Senior Vice President — Policy and Economacs for the
Association of Amernican Railroads (AAR). with offices located at 50 F Street, NW,,
Washington, D.C. 20001. Among other responsibilities, my duties include the collection,
analysis, and presentation of economic data related to railroads and their economic environment
Once of my principal duties 1s conducting and supervising economic, financial, statistical and cost
studies dealing with various aspects of the rail industry.

Prior to joining the AAR., I worked for Union Pacific Railroad where my most recent
position was as Executive Director, responsible for the commercial relationship with other
transportation carrters and ports, and for strategic policy analysis on 1ssues involving rcgulatory
proposals, legislation and potential itigation. 1 have also held marketing, planning, and operating
positions with other railroads including the Southern Pacific, the Burlington Northern and the
Alaska Railroad. [ began my railroad career at Atchison, Topeka. and Santa Fe 1n their cost
analysis organization. Additionally. I have also worked for ARCO Alaska.

At Southern Pacific, | was responsible for network planning. analysis, and management,
as well as the company’s cost analysis organization. | provided testimony on behalf of Southern
Pacific regarding the economic 1mpact to the company of the proposed combmation of the
Chicago and North Western Transportation Company with Union Pacific Railroad. Later, 1
provided extensive testimony on the economic position of Southern Pacific during the STB's
review of the merger apphcation for Union Pacific and Southermn Pacific

[ hold both a Bachelors and Masters degree in Civil Engineering from Tulane University
and did post-graduatc work in mathematical modeling of transportation networks and rail cost

systems at Northwestern University. I have also served on the faculty at the University of Alaska.
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where my work included network modeling and research concerning the interrelationship of

transportation and economic development



VERIFICATION

WASHINGTON, D.C. )

1, John T. Gray, being duly sworn, state that I have rcad the
foregoing statement, that I know ils contents, and that those contents

are true as stated.

Subscribed and sworn to before me this aowv day of

Apnl 2009.
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Notary Public

My Commission eXpires:  pamela C. Nwosu

Notary Public, District of Columbia
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Railroad Cost of Capltal - 2008

Appendix A

Appendix A
Bonds, Notes and Debentures

Summarles

Burlington Northern & Santa Fe Corporation
CSX Corporation

Norfolk Southermn Corporation

Union Pacific Corporation

Individual Bonds, Notes, and Debentures
Burlington Northern & Santa Fe Corporation
CSX Corporation

Norfolk Southern Corporation

Union Paclfic Corporation

A-1
A4
A-7
A-10

A-13
A-38
A-48
A-60

Association of American Rallroads
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Appendix A Page 13 of 73

Burlington Northern Santa Fe Corporation

E&'_‘IB Type: Note
Description: MTNOOOOS
CUSIP: 12189QAB6
Coupon Rate: 6 530%
Maturity Date: 7115137
Amount Outstanding ($ 000) $170,100
Months Outstanding 12
"End of Month Price Yield
January 29477 657 %
February 101 568 641
March 100 378 649
Apnl 99 858 653
May 97 327 673
June 98 336 665
July 96 475 681
August 98 837 6 62
September 95 987 685
October 81 835 817
November 86 543 769
December 95 649 6 87
Average 96 023 687 %

Source Standard & Poor's XpressFeed — Bond Package



Appendix A Page 14 of 73

Burlington Northern Santa Fe Corporation

L@_, _: Type. Note
Description: MTNO0O14
CUSIP: 12189TAT1
Coupon Rate: 6 750%
Maturity Date: 711511
Amount Outstanding ($ 000) $400,000
Months Outstanding 12
‘End of Month Price Yield
January 107 309 444 %
February 108 631 399
March 106 905 446
April 104 133 532
May 104 595 513
June 104 872 500
July 104 771 499
August 105 467 469
September 104 385 504
October 100 217 6 65
November 100 624 648
December 101 648 603
Average 104 463 519 %

Source Standard & Pcor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

m Type. Note
Description: MTNQO015
CUSIP: 12189TAUS
Coupon Rate: 5 900%
Maturity Date: 7112
Amount Outstanding ($ 000) $300,000
Months Outstanding 120
‘End of Month Price Yield
January 104 882 466 %
February 106 486 424
March 104 678 4 67
Apnil 103 559 494
May 102 795 513
June 102 822 511
July 102 201 526
August 103 043 501
September 102 257 522
October 97 847 6 56
November 97 793 659
December 98 796 628
Averang 102 263 531 %
Source  Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

Ef__ Type: Note
Description: MTNO00016
CUsIP: 12189TAVE
Coupon Rate’ 4 300%
Maturity Date: 7MM3
Amount Outstanding ($ 000) $250,000
Months Outstanding 120
"End of Month Price Yield
January 97 128 490 %
February 98 697 4 57
March 98 153 469
Apnil 96 194 514
May 94 573 553
June 94 653 553
July 94 938 548
August 95 826 528
September 93 336 582
October 88 800 716
November 90 997 8 80
December 92 804 615
Averane 94 875 558 %

Source Standard & Poor's XpressFeed — Bond Package



Appendix A Page 17 of 73

Burlington Northern Santa Fe Corporation

3. Type: Note
Description: MTNO0O017
CUSIP: 12189TAWY
Coupon Rate: 4 875%
Maturity Date. 11115
Amount Outstanding ($ 000) $250,000
Months Outstanding 12
“End of Month Price Yield
January 97 217 535 %
February 99 824 490
March 100 135 4 85
April 97 525 53
May 95 331 573
June 95 877 563
July 96 259 557
August 97 Q77 542
Seplember 95 845 566
October 89 220 704
November 90 995 668
December 94 106 605
Average 95784 568 %
Source  Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

[ 6 Type: Debenture
Description: DEBQ0004
CUsIP: 12189TAA2
Coupon Rate: 7 000%
Maturity Date: 12/15/25
Amount Outstanding ($ 000) $350.000
Months Outstanding 12
‘End of Month Price Yield _
January 105 554 647 %
February 105428 648
March 105416 548
Apnil 105 297 649
May 102 855 672
June 103 893 662
July 102 316 677
August 103 341 667
September 99 393 705
Oclocber 87 972 832
November 94 136 761
December 101 988 6 80
Averg_g: 101 466 687 %
Source Standard & Peor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

ld:e!___l Type: Debenture
Description: DEBO0QOS
CUSIP: 12189TABO
Coupon Rate: 6 875%
Maturity Date: 211516
Amount Outstanding ($ 000) $175,000
Months Outstanding 12
‘End of Month Price Yield
January 108.555 554 %
February 109 885 536
March 109 002 545
Apnil 107 802 5865
May 106 281 584
June 106 362 582
July 106 192 584
August 107 373 564
September 105 410 595
October 96 818 744
November 101 788 655
December 101 598 6 58
AvEge 105 556 597 %

Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

m Type: Debenture
Description: DEBOQ00G
CUSIP: 121B9TADS
Coupon Rate: 7 290%
Maturity Date: 6/1/38
Amount Outstanding ($ 000) $199,000
Months Outstanding 12
"End of Month . Price Yield
January 108 778 660 %
February 108 734 6 52
March 109 443 655
April 106 480 6877
May 105 318 686
June 106 344 678
July 105 038 688
August 107 508 €69
Saptember 102 519 708
October 88 821 8 32
November 95 670 7 66
December 105 399 6 85
Average 104 254 696 %
Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

_9 + Type: Debenture

Description: DEBDO0(O7

CUSIP: 12189TAF1
Coupon Rate: 7 250%

Maturity Date: 8nio7

Amount Outstanding ($ 000) $200.000

Months Outstanding 12
EndofMonth- - < - Price Yield
January 109 984 659 %
February 109 810 6 60
March 108 983 665
Apnl 105 964 684
May 102 238 709
June 103 408 700
July 101 253 716
August 103 999 697
September 101 951 711
October 85 486 847
November 90 392 801
December 100 685 719
Average 102 013 714 %

Sourcea  Standard & Poor's XpressFeed — Bond Package
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Burlingten Neorthern Santa Fe Corporation

['_1_0_, Type: Debenture
Description* DEB00008
CUSIP: 12189TAGS
Coupon Rate: 6 875%
Maturity Date: 121127
Amount Outstanding ($ 000) $200,000
Months Outstanding 12
‘End of Month Price Yield
January 103 792 653 %
February 103 670 654
March 103 665 654
Apnl 103 549 655
May 101 452 674
June 102 315 666
July 100 680 6 81
August 102 738 662
September 88 576 700
Cctober 86 208 832
November 91 650 771
December 89 728 6 90
Average 99 835 691 %

Source  Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

g,

E11. Type: Debenture
Description: DEB0O00O09
CUSIP: 12189TAJ3
Coupon Rate: 6 700%
Maturity Date: 81/28
Amount Outstanding ($ 000) $200,000
Months Outstanding 12
End of Month Price -Yield
January 101 904 653 %
February 102 463 648
March 102 454 648
Apni 101 768 654
May 99 551 673
June 100 432 665
July 98 807 681
August 100 870 662
September 96 693 700
October 84 323 832
November 89 754 77
December 97 863 689
Average g8 074 690 %

Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

iz

Type- Debenture
Description: DEB00010

cusip: 12189TAN4
Coupon Rate: 6 750%

Maturity Date: 3/115/29

Amount Outstanding ($ 000) $200,000

Months Outstanding 12

‘End of Month -Price Yieid
January 102 492 652 %
February 103 074 647
March 102 834 650
Apnl 102 132 6 56
May 100 431 671
June 101 328 662
July 99 660 677
August 101 783 658
September 97 192 701
October 84 619 832
November 80 123 771
December 98 365 6 89
Average 98 669 689 %

Source

Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

1137 Type: Debenture
Description: DEBOOO11
CUSIP: 12189TAKD
Coupon Rate: 7 082%
Maturity Date: 5113/28
Amount Qutstanding ($ 000) $200,000
Months Outstanding 12
"End of Month Price Yield
January 106 046 655 %
February 106 274 653
March 106 029 6 55
Apnil 105 671 6 58
May 103 917 673
June 102 769 683
July 101 646 693
August 103773 674
September 100 334 704
Qctober 87 469 8 36
November 92 523 781
December 100 870 700
Average 101 443 697 %

Source  Standard & Poor's XpressFeed — Bond Package



Appendix A Page 26 of 73

Burlington Northern Santa Fe Corporation

Type: Debenture
Description: DEB0Q012
CUSIP: 12189TAQ7
Coupon Rate 8 125%
Maturity Date: 415120
Amount Outstanding ($ 000) $200,000
Months Outstanding 12
End of Month Price “Yield
January 118 275 599 %
February 120 214 578
March 120 323 576
Apnl 114 608 636
May 112928 654
June 114 735 633
July 114 036 640
August 115 489 623
September 110 809 676
October 97 780 843
November 104 632 751
December 108 900 6 97
Average 112727 659 %
Source  Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

@ Type: Debenture
Description: DEB00013
CUSIP: 12189TARS
Coupon Rate: 7 950%
Maturity Date: 8/15/30
Amount Outstanding ($ 000) $275,000
Months Outstanding 12
‘End of Month Price Yieid
January 116 236 656 %
February 116 730 6 52
March 116 436 654
Apnl 115 495 661
May 112 938 6 81
June 113 923 673
July 112 660 683
August 115 018 6 64
September 109 119 712
October 94 754 847
November 101 329 782
December 108 377 718
Averagle 111 085 699 %

Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

Type: Debenture
Description: DEB00014
CUSIP: 12189TAX2
Coupon Rate: 6 200%
Maturity Date: 811536
Amount Outstanding ($ 000) $300,000
Months Outstanding 12
End of Month Price Yiold
January 96 755 644 %
February 97 264 641
March 96 377 648
Apnl 97 901 635
May 94 777 6 60
June 95 767 6 52
July 92 763 677
August 95 657 654
September 91 837 685
October 78 570 815
November 83401 764
December 92 212 € 82
Average 92773 680 %

Source  Standard & Poor's XpressFeed — Bond Package



Burlington Northern Santa Fe Corporation
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Type:

Description:

CUsIP:

Coupon Rate:

Maturity Date:

Amount Outstanding ($ 000)
Months Outstanding

Debenture
DEBO0O15
12189TAY0D
5 650%
s5MNMT
$650,000
12

End of Month Price Yield
January 101138 549 %
February 102 287 533
March 100 135 563
April 100 629 556
May g8 417 588
June 97 753 598
July 97 107 608
August 98 714 584
September 95 801 629
October 87 508 768
November 92 056 6 91
December 96 018 627
Average 97 297 608 %
Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

18 Type: Debenture
Description. DEBO0016
CUSIP: 12189TAZ7
Coupon Rate: 6 150%
Maturity Date: 5137
Amount Outstanding ($ 000) $650 000
Months Cutstanding 12
"End of Month Price Yield
January 96 445 641 %
February 96 578 640
March 95 950 645
Apnl 98 143 629
May 94 586 657
June 94 219 6 60
July 92 299 675
August 94 969 653
September 91 265 684
October 78 341 810
November 82707 7 64
December 92 102 677
Average 92 300 678 %
Source  Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

Fa =
119
————-

Type*

Description:

CUSIP:

Coupon Rate:

Maturity Date:

Amount Outstanding ($ 000)
Months Qutstanding

Debenture
DBN0Q001
121897WQ1
8 750%
2/125/22
$200.000

12

End of Month Price Yieid
January 125 970 599 %
February 128 203 578
March 128 317 576
Apnl 121 730 636
May 119 804 654
June 120 852 643
July 120 064 6 50
August 121719 633
Sepiember 116 376 6 86
October 102 913 838
November 110 265 751
December 115 140 6 97
Average 119 279 662 %
Source Standard & Poor's XpressFeed - Bond Package
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Burlington Northern Santa Fe Corporation

20 Type: Mortgage
Description: MTBO00002 Ser K
CuUsiP: 121899CD8
Coupon Rate: 6 550%

Maturity Date: 11/20
Amount Outstanding ($ 000) $3,978
Months Outstanding 12
End of Month Price Yieold
January 104 000 607 %
February 104 000 607
March 104 000 607
Apnl 104 000 6 06
May 104 000 606
June 104 000 606
July 104 000 606
August 104 000 6 06
September 104 000 605
October 104 000 605
November 104 60O 605
December 104 000 8 05
Average 104 000 808 %
Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

E‘f_:g Type: Mortgage
Description: MTB00003 Ser L
CUSIP. 121899CC0
Coupon Rate. 3 800%

Maturity Date: 111120

Amount Outstanding ($ 000) $6,195

Months Outstanding 12

‘End of Month - ._Price - Yield
January Not Traded - %
February 77 550 655
March 76 500 672
Apnil 79 250 624
May 79 250 636
June 79 250 6 37
July 78 250 639
August 79 250 640
September 79 250 642
October 82 000 603
November 82 000 605
Dacember 82 000 607
Average 79 595 634 %

Source Standard & Poor's XpressFeed - Bond Package



Appendix A Page 34 of 73

Burlington Northern Santa Fe Corporation

@] Type: Mortgage
Description: MTB00004 Ser M
CUSIP- 121899CH9
Coupon Rate: 3 200%

Maturity Date: 1/1/45

Amount Qutstanding {$ 000) $12,968

Months OQutstanding 12

{End of Month . Price Yield
January Not Traded - %
February Not Traded -
March 50 150 698
Apnil 50 150 699
May 50 150 699
June 50 150 700
July 50 150 699
August 50 150 700
September 49 750 705
October 49 750 706
November 42 000 826
December 42 000 B 27
Average 48 440 726 %

Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

‘23, Type: Mortgage
Description: MTBO00005 Ser N
CUSIP: 121899CF3
Coupon Rate: 8 150%

Maturity Date: 1/1/20

Amount Outstanding {$ 000) $2,506

Months Outstanding 12

iEnd of Month -~ Price Yisid -
January 125000 529 %
February 124 000 538
March 124 000 537
Apnl 124 000 536
May 124 000 534
June 124 000 533
July 124 000 532
August 124 000 530
September 124 000 529
October 124 000 528
November 124 000 526
December 124 000 525
Average 124 083 531 %

Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

24 Type:
Description:
CUSIP:
Coupon Rate:
Maturlty Date:
Amount Outstanding ($ 000)
Months Outstanding

Morigage
MTB00006 Ser O
121898CES§

6 550%

11/20

$15,378

12

End of Month _Price Yield
January Not Traded - %
February Not Traded -
March Not Traded -
Aprl Not Traded -
May Not Traded -
June Not Traded -
July Not Traded -
August 99 000 667
September 100 000 654
October 100 000 655
November 100 000 655
December 100 000 655
Average 99 800 657 %

Source Standard & Poor's XpressFeed — Bond Package



Appendix A Page 37 of 73

Burlington Northern Santa Fe Corporation

25 Type: Morigage
Description: MTB00010 NP GLB
CUSIP: 665585JP1
Coupon Rate: 3 000%

Maturity Date: 11/47

Amount Outstanding ($ 000) $34,479

Months Outstanding 12

:End of Month” ~ Price Yield
January 71000 461 %
February 71 000 4 61
March 70 000 468
Apnl 49 000 671
May 50 000 658
June 50 000 659
July 45 000 T27
August 47 500 692
September 45 000 728
October 35000 914
November 37 000 870
December 40 000 812
Average 50 875 677 %

Source  Standard & Poor's XpressFeed — Bond Package



Appendix A Page 38 of 73

CSX Corporation

26 Type. Note
Description: CSX Corp
CUSIP. 126408AP8
Coupon Rate: 6 750%
Maturity Date: 311511
Amount Outstanding ($ 000) $500,000
Months Outstanding 12
End of Month —'I"Eg Yield
January 106 947 434 %
February 106 917 430
March 105 575 470
Apri 104 667 498
May 103 142 551
June 103 635 528
July 101 861 596
August 102 507 567
September 102 193 577
October 96 521 839
November 97 242 808
December 99 606 693
Average 102 568 583 %

Source  Standard & Poor's XpressFeed — Bond Package
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CSX Corporation
E"E Type: Note

Description: CSX Corp

CUsiP: 126408GB3

Coupon Rate: 6 300%

Maturity Date: 311512

Amount Outstanding ($ 000) $400,000

Months Qutstanding 12

iEnd of Month " Price Yield .
January 104 733 501 %
February 105 283 484
March 103 412 533
Apnl 103 059 541
May 101 281 591
June 100 197 623
July 99743 637
August 100 567 611
September 99 939 631
October 93 677 849
November 95238 796
December 96 823 742
Averagg 100 329 628 %

Source  Standard & Poor's XpressFeed — Bond Package
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CSX Corporation

Type: Note
Description: CSX Corp
CUSIP: 126408GF4
Coupon Rate: 5 300%
Maturity Date: 2115114
Amount Outstanding ($ 000) $200,000
Months Qutstanding 12
‘End of Month Price Yieid
January 100 048 529 %
February 100 551 519
March 98 803 554
April 97 195 587
May 95 423 626
June 95772 620
July 95 021 638
August 95 843 620
September 93 329 6 80
October 84 919 893
November 88 446 805
December 90 256 763
Average 94 634 6.53 %
Source Standard & Poor's XpressFeed — Bond Package
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CSX Corporation

293 Type: Note

Description: CSX Corp
CUSIP: 126408GJ6
Coupon Rate: 5 600%
Maturity Date: sM7
Amount Outstanding ($ 000) $300 000
Months Outstanding 120
End of Month ’ Price Yield
January 97 599 593 %
February 87 342 597
March 95012 632
Apnl 95 845 6 20
May 93 466 657
June 92 246 677
July 89 264 727
August 90 651 705
September 87 099 767
October 78 207 937
November 84 359 820
December 88 839 741
Average 90 827 706 %

Source Standard & Poor's XpressFeaed — Bond Package
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CSX Corporation

m Type: Debenture
Description: CSX Corp
CUSsIP: 126408AQ6
Coupon Rate: 8 100%
Maturity Date: 9/15/22
Amount Outstanding ($ 000) $93.591
Months Outstanding 12
‘End of Month - Price Yieid
January 120 344 599 %
February 120 387 598
March 115 559 643
Apnl 115 391 644
May 111 841 679
June 111 026 6 87
July 106 325 737
August 107 862 720
September 102 346 782
October 87 444 976
November 08 758 825
December 105 414 7 46
Average 108 558 720 %
Source Standard & Poor's XpressFeed — Bond Package
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CSX Corporation

"3 Type: Debenture
Description. CSX Corp
CUSIP: 126408AM5
Coupon Rate: 8 625%
Maturity Date: 5/15/22
Amount Outstanding ($ 000) $115,712
Months Outstanding 12
1End of Month " - Price Yield
January 125034 599 %
February 125 052 598
March 120 154 643
April 119 960 644
May 116 369 679
June 115519 6 87
July 110 727 737
August 112 262 720
September 106 657 782
October 91 500 976
November 103 005 825
December 109 730 746
Average 112 999 720%

Source Standard & Poor's XpressFeed — Bond Package
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CSX Corporation

£32; Type:

Med Term Notes

Description- CSX Corp

CUSIP: 12641LBU6

Coupon Rate: 6 800%

Maturity Date: 12/1/28

Amount Outstanding ($ 000) $200,000

Months Outstanding 12

fEnd of Month Price Yield .- -
January 100 989 671 %
February 99 218 686
March 96 656 710
Apnl 97 829 6998
May 95 031 726
June 95 235 724
July B8 853 790
August 90 639 7T
September 86 290 819
October 72 169 1004
November 82 628 863
December 88 408 796
Average 91162 772 %

Source Standard & Poor's XpressFeed — Bond Package
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C5X Corporation

33" Type: Med Term Notes
Description: CSX Corp
CUSIP: 126408GH0
Coupon Rate: 6 000%
Maturity Date: 10/1/36
Amount Outstanding ($ 000) $400 000
Months Outstanding 12
‘End of Month " Price Yield
January 89725 681 %
February 88 490 692
March 86 088 715
Apn! 88 063 696
May 85782 717
June 86 653 709
July 79 493 780
August 81337 761
September 75999 819
October 62 742 997
November 73 310 851
December 79 204 7 84
Average 81 407 767 %
Source Standard & Poor's XpressFaad — Bond Package
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CSX Corporation

Type: Note
Description: CSX Corp
CUSIP: 126408GK3
Coupon Rate: 6 150%
Maturity Date: 51737
Amount Outstanding ($ 000) $700,000
Months Outstanding 120
‘End of Month i'r_lce Y-Ie_ld
January 91 781 679 %
February 91 087 685
March 88 040 712
Aprit 89 058 703
May 87 513 717
June 83837 752
July 80 603 785
August 8191 "
September 77 507 819
October 65127 980
November 74 941 849
December 80 021 792
AveEga 82 624 770 %

Source Standard & Poor's XpressFeed ~ Bond Package
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CSX Corporation

E Type* Note
Description: CSXT - Conrail
CuUsIP: 209864AT4
Coupon Rate: 9 750%
Maturity Date: 6/15/20
Amount Outstanding ($ 000) $227.171
Months Outstanding 12
‘End of Month ___Price Yield
January 125971 663 %
February 125 911 663
March 120 180 723
Apnl 123 680 684
May 120 950 712
June 121 484 705
July 121 344 706
August 122.764 689
September 112911 802
October 101 135 958
November 107 815 866
December 113 352 7985
Average 118 125 747 %
Source  Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

- = =

i36° Type: Debeniure
Description: Conrarl
cuUsip- 209864AT4
Coupon Rate: 9 750%
Maturity Date: 6/15/20
Amount Outstanding ($ 000) $313,741
Months Outstanding 12
:End of Month Price Yield
January 125971 663 %
February 125 911 663
March 120 180 723
Apnl 123 680 684
May 120 950 712
June 121 484 705
July 121 344 706
August 122 764 689
Sepiember 112 911 802
October 101135 958
November 107 815 866
December 113 352 795
Average 118125 747 %
Source  Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

Type: Med Term Note
Description: Senes A NSC
CUSIP: 655844AA6
Coupon Rate: 9 000%

Maturity Date: a1
Amount Outstanding ($ 000) 583,372
Months Outstanding 12
End of Month . Price Yield
January 128 605 584 %
February 125 346 576
March 129 648 572
Apnl 125729 608
May 122 304 641
June 122 115 642
July 121 437 648
August 123 010 6 31
Sepiember 119 449 6 67
October 108 134 795
November 115 085 713
December 122 291 634
Average 122 263 643 %
Source  Standard & Poor's XprassFeed — Bond Package
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Norfolk Southern Corporation

m Type: Med Term Note
Description: Senior
CUSIP: B655844ANS
Coupon Rate. 8 625%
Maturity Date: 5/1510
Amount Outstanding ($ 000) $300,000
Months Outstanding 12
‘End of Month Price Yield
January 110 876 362 %
February 111635 313
March 111,204 312
Apnl 108 513 422
May 107 519 4 56
June 107 137 4 60
July 106 888 4 56
August 106 539 4 60
September 106 351 452
Octobar 105 993 454
November 101 432 7 56
December 101 440 7 48
Averag_;e 107 127 471 %

Source  Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

Eﬂ Type: Med Term Note
Description: Senior
cusip: 655844AP3
Coupon Rate: 6 750%
Maturity Date: 211511
Amount Outstanding ($ 000) $300,000
Months Outstanding 12
iEnd of Month Price Yield
January 107 477 410 %
February 107 893 390
March 107 641 390
Apnl 105483 463
May 104 143 508
June 104 817 477
July 104 667 477
August 105 186 449
September 104 294 4 81
Oclober 96 397 850
November 100 680 640
December 101 161 615
Avera 104 153 513 %

Source Standard & Poor's XpressFead — Bond Package
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Norfolk Southern Corporation

2=

1 40 . Type: Med Term Note
Description: Senior
CUSIP: 655844AQ1
Coupon Rate: 7 250%
Maturity Data: 2/115/31
Amount Outstanding ($ 000) 2500,008
Months Outstanding 12
"End of Month - ~ - Price Yield -
January 108 381 654 %
February 109 005 648
March 109 885 641
April 110902 633
May 107 738 658
Juns 108 484 652
July 105 202 679
August 107 493 660
September 104 842 682
October 88 819 836
November 94 703 775
December 104 148 6 88
Average 104 967 684 %

Source Standard & Poor's XpressFeed - Bond Package
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Norfolk Southern Corporation

Eﬂ Type: Med Term Note
Description: Senior 2105
CuUsIP: 655844AV0
Coupon Rate” 6 000%

Maturity Date: 3/15105

Amount Outstanding ($ 000) $300,000

Months Outstanding 12

iEnd of Month Price Yield
January 87 345 686 %
February 86 222 6985
March 87 096 6 89
Apnl 84 515 710
May 81636 735
June 82 649 726
July 81198 738
August 83 348 719
September 78 544 764
October 67 183 893
November 72 111 8132
December 80 541 744
Average 81032 744 %

Source  Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

427 Type: Med Term Nole
Description: Senior
CUSIP: 655844AX6
Coupon Rate: 5640%
Maturity Date: 517129
Amount Outstanding ($ 000) $350,000
Months Outstanding 12
iEnd of Month ... Price Yield
January 91 081 641 %
February 90 999 642
March 90 705 645
Apnl 92 467 629
May 89812 653
June 90 255 649
July 88 210 689
August 90 203 650
September 86 079 6 91
OQctober 74 729 820
November 80 743 749
December 91 687 637
Average 88 081 673 %

Source  Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

1 437 Type Med Term Note
Description: Senior
CUSIP: 655844AWE
Coupon Rate: 5 580%
Maturlty Date: 5/17125
Amount Outstanding ($ 000) $366,620
Months Outstanding 120
‘End of Month Price Yieid
January 92 281 632 %
February 91 909 636
March 91 542 640
Apnl 93 238 623
May 90 804 649
June 90 396 653
July 88 605 673
August 90 637 6 51
September 86 954 692
October 76 541 820
November 82094 750
December 89 631 663
Average 88719 674 %

Source Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

L 44" Type: Conrail Note
Description: CR NSC 2017
CUSIP: 655844AE8
Coupon Rate: 7 700%

Maturity Date: 5115117

Amount Outstanding ($ 000) $550.,000

Months Outstanding 12

siEnd of Month . -~ Price Yield
January 114 755 563 %
February 116 676 537
March 115 696 548
Apnl 114 650 561
May 112 145 593
June 111 320 603
July 110 507 613
August 112 437 585
September 108 197 644
October 98 320 797
November 104 045 705
December 107 192 6 56
Average 110 495 617 %

Source Siandard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

Type: Conrail Note
Description; CR NSC 2027
CUSIP: 655844A)7
Coupon Rate- 7 800%

Maturity Date: 5M15/27

Amount Qutstanding ($ 000) $440,000

Months Outstanding 12

{End of Month : Price _ Yield
January 118 270 616 %
February 117 124 625
March 116 127 633
Apnil 114 185 649
May 111 242 674
June 112 247 6 65
July 110 727 678
August 111 958 6 67
September 108 232 6 91
October 92 561 860
November 100 030 779
December 109 056 692
Average 110 235 686 %

Source Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

[T__E_: Type: Connal Note
Description: CR NSC 2037
CUSIP: 655844AF5
Coupon Rate: 7 050%

Maturity Date: 51137
Amount Outstanding ($ 000) $716,600
Months Qutstanding 12
‘End of Month - Price Yield
January 109 921 630 %
February 109 075 636
March 109 184 635
April 110923 623
May 106 481 654
June 108 033 643
July 104 345 670
August 106 175 656
September 103 150 679
QOctober 86 356 830
November 08 151 720
December 104 572 6 68
Average 104 697 670 %
Source Standard & Poor's XpressFeed — Bond Package
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Norfolk Southern Corporation

' 47 | Type. Conrail Note
Deascription: CR NSC 2097
CUSIP: 655844AK4
Coupon Rate: 7 900%

Maturity Date: 515197

Amount Outstanding {$ 000) $350,000

Months Outstanding 12

‘End of Month Price Yield
January 114 442 690 %
February 112 974 698
March 113139 6 97
Apnl 111 398 708
May 108 347 729
June 109 691 720
July 107 746 732
August 112 652 700
September 105 453 748
October 91014 867
November 97 888 a07
December 109 689 720
Average 107 869 735 %

Source  Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

§ 48° Type: Debentures
Description: UP Corp
CUSIP: 907818CX4
Coupon Rate: 6 150%
Maturity Date: 51137
Amount CQutstanding ($ 000) $248,927
Months Outstanding 120
iEnd of Month ¥ . Price_ Yield
January 96 573 640 %
February 85 816 646
March 96 585 640
Apnl 98 405 627
May 94 463 658
June 95 706 648
July 91127 685
August 91602 681
September 85427 737
October 74 015 8 60
November 81243 779
December 92 692 672
Average 91 138 689 %

Source Standard & Poor’s XpressFeed — Bond Package
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Union Pacific Corporation

.49 Type: Debentures
Description: UP Corp
CUSIP: 807818CU0
Coupon Rate: 6 250%
Maturity Date: 511134
Amount Outstanding ($ 000) $246 343
Months Outstanding 12
{End of Month - Price Yield
January 98 625 635 %
February 97 910 641
March 97 824 642
Apnl 94 964 6 66
May 94 223 672
June 95 956 6 57
July 92 548 686
August 94 357 671
September 88676 722
October 75950 8§58
November 84 965 759
December 94 228 672
Avarage 92 519 690 %

Source Standard & Poor's XpressFead — Bond Package
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Union Pacific Corporation

801 Type: Debentures
Description: UP Corp
CUSIP: 907818CF3
Coupon Rate: 6 825%
Maturity Date: 211729
Amount Qutstanding ($ 000) $594,326
Months Qutstanding 12
'End of Month - l-’ri_ce Yield
January 102 579 640 %
February 101 729 6 47
March 101 693 647
April 102 457 640
May 100 047 661
June 101 375 6 50
July 96 849 6 91
August 96 822 6901
September 94 101 717
October 81 258 859
November 89025 770
December 94 673 712
Average_ 96 885 694 %

Source' Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

' 51 Type: Debentures
Description: UP Corp
CUSIP: 907818AZ1
Coupon Rate: 7 000%
Maturity Date: 21/16
Amount Outstanding ($ 000) $249.417
Months Outstanding 12
‘End of Month Price Yiaid
January 110410 538 %
February 108 555 564
March 106 313 597
Apnl 107 803 573
May 106 021 6 00
June 106 502 592
July 106 598 589
August 107 761 570
September 104 789 617
October 98 205 732
November 101 714 669
December 103 897 6 30
Average 105 714 608 %

Source Standard & Poor's XpressFeed - Bond Package
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Union Pacific Corporation

i52. Type: Debentures
Description: UP Corp
CUSIP: 907818BY3
Coupon Rate: 7125%
Maturity Date: 2/1/28
Amount Outstanding ($ 000) $247 547
Months Outstanding 12
End of Month Price Yield
January 109 546 628 %
February 108 781 634
March 109 576 627
Apni 106 709 6 51
May 104 298 672
June 105 623 6 60
July 101 745 6 96
August 103 778 677
Seplember 98 358 728
October 85 850 864
November 91 604 798
December 100 062 7
Average 102 161 B 96 %

Source Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

E?-j Type: Notes
Description: UP Corp
CUSIP: 207818CV8
Coupon Rate: 4 875%
Maturity Date: 11515
Amount Outstanding ($ 000) $249.671
Months OQuistanding 12
"End of Month - Price Yield
January 95 607 564 %
February 98 480 513
March 99 668 493
April 96 551 549
May 95410 571
June 94 821 583
July 93 997 601
August 94 832 585
September 92933 624
October 89 089 707
November 88 802 716
December 91 404 662
Average 94 300 597 %
Source  Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

54 Type: Notes
Description: UP Corp
CUsIP: 907818CT3
Coupon Rate. 5 375%
Maturlty Date: 51114
Amount Qutstanding ($ 000) $249,588
Months Qutstanding 12
End of Month Price Yield
January 98 719 561 %
February 102 036 498
March 102 925 4 81
Apnl 99 770 542
May 97 758 582
June 98 172 574
July 88 335 571
August 99 118 555
September 97 334 594
October 94 063 668
November 92 507 7086
December 94 326 6 65
Average 97 922 583 %

Source Standard & Poor's XpressFeed — Bond Package
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Burlington Northern Santa Fe Corporation

55  Type: Notes
Description: UP Corp
CUSIP: 907813CW6
Coupon Rate: 5 650%
Maturity Date: SMI17
Amount Outstanding ($ 000) $249,286
Months Outstanding 120
"End of Month Price Yieid
January 100 133 562 %
February 100 488 558
March 99 784 567
April 100 629 5 56
May 98 205 59
June 97 265 605
July 96 550 616
August 96 959 610
September 92 806 676
October 85 550 802
November 91454 700
December 95 933 628
Averas_;e 96 313 823 %

Source Standard & Poor’'s XpressFeed — Bond Package
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Union Pacitic Corporation

56 Type: Notes
Description: UP Corp
CUSIP: 907818CNG
Coupon Rate: 6 125%
Maturity Date: 1/1512
Amount Outstanding ($ 000) $297,843
Months Outstanding 12
"End of Month Price Yield
January 106 447 433 %
February 106 179 437
March 106 170 433
Aprit 103 825 497
May 102 587 532
June 103 169 513
July 103 313 506
August 103 869 486
September 101 809 551
October 95 602 769
November 06 606 735
Decembsr a7 375 709
Average 102 246 550 %

Source Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

g7

Type:

Description:

CUSIP:

Coupon Rate:

Maturity Date:

Amount Qutstanding ($ 000)
Months Outstanding

Notes

UP Corp
907818CP1
6 500%
4/115/12
$356.835
12

End of Month .+ Price Yield -
January 107 900 441 %
February 109 005 410
March 108 185 427
Apnil 105 909 484
May 104 433 521
June 104 536 516
July 403 886 532
August 104 664 507
Seplember 101 306 608
October 97 170 744
November 100 873 6 20
December 102 667 559
Average 104 211 531 %
Source Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

E Type: Notes
Description: UP Corp
CUsIP: 907818CK2
Coupon Rate: 6 650%
Maturity Date: 11511
Amount Outstanding {$ 000) $399,430
Months Outstanding 12
"End of Month Price Yield
January 108 019 445 %
February 106 609 418
March 105 639 447
April 105 454 448
May 104 377 485
June 104 374 4 80
July 103 047 530
August 103 565 503
September 103 032 522
October 97 275 801
November 97 930 77
December 99 651 6 83
Average 103 081 544 %

Source Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

@j Type: Mort Bond
Description: UPRR - MP
CUSIP: 606198LF4
Coupon Rate: 4 750%

Maturity Date: 11720

Amount Outstanding ($ 000) $29.905

Months Outstanding 12

{End of Month Price Yield
January 88 500 612 %
February 91 750 572
March 85 000 6 60
Apnil 85 750 651
May 82 000 705
June 80 000 736
July 81000 722
August 85 000 665
September 76 000 803
October 60 000 11 08
November 60 000 1112
December 60 000 1115
Avera.g.e 77 917 7 88 %

Source  Standard & Poor's XpressFeed — Bond Package
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Union Pacific Corporation

=

"60. Type: Mort Bond
Description: UPRR - MP
CuUsIiP: 606198LG2
Coupon Rate* 4 750%

Maturity Date: 111/30

Amount Outstanding ($ 000) $28,268

Months Outstanding 12

iEnd of Month g Price Yield
January 85750 592 %
February 82 000 627
March 85 000 599
Apnl 78 000 669
May 80 000 648
June 82 000 629
July 70 000 761
August 73000 726
September 66 000 814
October 47 000 1145
November 47 000 1147
December 49 000 1104
Averajge 70 396 78 %

Source Standard & Poor's XpressFeed - Bond Package
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Union Pacific Corporation

615 Type: Inc Debenture
Description: UPRR - MP
CUSIP: 606198LHO
Coupon Rate: 5 000%

Maturity Date: 1/1/45
Amount Outstanding ($ 000) $96.025
Months Outstanding 12
"End of Month - Price Yield
January 68 000 760 %
February 68 000 760
March 65 000 795
Apnl 62 500 827
May 64 000 808
June 62 000 834
July 60 000 861
August 62 000 834
Sepiember 60 000 861
October 42 000 1214
November 42 000 12 14
December 47 000 1091
Average 58 542 905 %
Source  Standard & Poor's XpressFeed — Bond Package






Rallroad Cost of Capital - 2008 Appendix B
Interest Rates on Selected Government Instruments
Yield In Percent Per Annum, Constant Maturlty Rates for 2008
3 Mo. 1¥r 2Yr v 5Yr 7Yr 10Yr 20Yr 30Yr
January 282 27 248 251 298 331 374 435 433
February 217 205 1.97 219 278 32 374 4 49 4 52
March 128 154 162 180 248 293 351 4 36 4 39
Apnil 131 174 205 223 284 319 368 444 444
May 176 206 245 269 315 346 388 4 60 4 60
June 189 242 277 308 349 373 410 474 469
July 166 228 257 287 330 360 401 462 457
August 175 218 242 270 314 3.46 389 453 4 50
September 115 191 208 232 288 325 369 4 32 427
October 069 142 161 186 273 319 38 4 45 417
November 019 107 1.21 151 229 282 353 4,27 400
December 003 049 082 107 1.52 189 242 318 2 87
Average 1.39 1.82 2.00 2.24 2.80 3.17 3.67 4.36 4.28
60
50 1

f-N
o
1

Interest Rate (%)
N [$]
o o

-
o
Il
1
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!\ 2008 Curve

Years

20

30

Source Federal Reserve statistical release H 15, Treasury Constant Maturities, Nominal






Raliroad Cost of Capital — 2008 Appendix C Page 1 of B

Equipment Trust Certificates for BNSF

Modeled ETCs
Current Vaiuation Current ($000)
Balance For 2008 ($000) Interest Valuation Market
ETCID Maturity Beg. Ending Avg OIS Rate Factor Value Interest
1 BNSF Series AA (AT 9/24/11 8,940 6 705 7,823 3659% 108910 8,519 312
2 BNSF 1999A 51114 23,324 19,992 21,658 4231% 107013 23177 981
3 BNSF 1999 KFW 6/28/16 71,619 63,661 67,640 4518% 110762 74.920 3,385
4 BNLC DecS8 KFW  1/2/2016 64,897 61,230 63,064 4522% 1086032 66.867 3,023]
5 BNLC 2000 KFW 419115 26,752 23,408 25,080 4377% 113613 28,494 1,247
B8 BNLC 2005-1 (1993 PT 01/02/12 28,882 22,581 25,732 3889% 101118 26,019 1,012
7 - - -
8 - - -
g - - -
10 - - -
1 - - -
12 - - -
13 - - -
14 - - -
15 - - -
Total 224 47 . 10, 4.360% $227,997  $0 960
Note
This list contains ETCs that can be used in the AAR's mode! to determine market value Some debt Instrumenis
labeled as ETCs do not have all of the charactenstics typical of an ETC, and therefore cannot be modeled For
example, ETCs with variable rates cannot be modeled
Non-Modealed ETCs
Balance For 2008 ($000)
ETCID Maturity ~ Beg. Ending
1 BNLC - Barbados 04/16/12 21,533 16,932
2 BNLC-1992ETC 0714113 16,696 13,913
3 BNLC - 1995A PTT(} 07/01/13 6,083 5515
4
5
6
7
8
9
10
1
12
13
14
15
Total 31 360




Raliroad Cost of Capital — 2008

Appendix C Page 2 of 8

Equipment Trust Certificates for BNSF (continued)

Entire ETC Current — Not Used for Cost or Market Valua

Balance 2008 ($000)
ETCID Maturity Beg. Ending

1 BNSF Senes AA (BMN  2/15/09 7.590 3,795

2 BNSF Senes BB 11/1/09 8,284 4,142

3 BNLC - Jan 98 09/30/09 5376 2,357
4
5
6
7
8
9
10
1
12
13
14
15

Total $21250 510,204

Grand Totals (for reconclliation to carrler data)

Total Modeled
Total Non-Modeled

Balance For 2008 ($000)
Beg- Ending
$224 414 $197,577
44312 36,360

Sub Total

Total All Current

268,

21,250 10,294

Grand Total

From BNSF-
Total ETCs
Difference

280,076  244.231

$244.231
$0




Rallroad Cost of Capital — 2008

Equipment Trust Certificates for CSX

Appendix C Page 3 of 8

Modeled ETCs
Current Valuation Current
Balance For 2008 ($000) Interest Valuation Markat

ETCID Maturity Beg. Ending Avg OIS Rate Factor Value interest
1 ETC CSX Senes B228 3/15/10 11.700 7.800 9,750 3437% 108258 10,555 363
2 ETC CSX Senes A231 3/15/11 15 200 11.400 13,300 3659% 107736 14,329 524
3 ETCCSX SenesB236 2/15/14 35,000 30.000 32,500 4232% 105799 34,385 1,455
4 ETC CSX SenesB 237 4/15/14 28.000 24,000 26,000 4 231% 107812 28,031 1,186
5 ETC CSXSenes B 238 6/15/14 25,900 22200 24,050 4229% 110606 26,601 1,125
6 ETCCSXSenesB 239 4/1/15 40,800 35,700 38.250 4377% 114366 43,745 1915
7 ETCCSXSenesB 240 4/1/15 33,600 29 400 31.500 4379% 111063 34,985 1,532

8 - - -

0 - - -

10 - - -

11 - - -

12 - - -

13 - - -

14 - - -

15 - - -
Total — 3180200 S160,500 $175.350  4.205% $192,631 98,099

Note

This Iist contains ETCs that ¢an be used in the AAR's model 1o determine market value Some debt insiruments
labeled as ETCs do not have all of the charactenstics typical of an ETC. and therefore cannot be modeled For
example, ETCs with variable rates cannot be modeled

Non-Modeled ETCs

ETC iD

Maturity

ETC CSX Senes A 230 06/01/10
ETC CSX Senes A 234 06/01/11
ETC CSX Senes A 235 06/15/13

Balance For 2008 ($000)

Total

~ Beg. nding
11,400 7,600
16.000 12.000
30,000 25,000
$57.400  $44,600
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Equipment Trust Certificates for CSX (continued)

Entire ETC Current — Not Used for Cost or Market Value

Balance 2008 ($000)
ETCID Maturity Beg. Ending

1 ETC CSX Senes A 227 11/15/09 5,200 2,600
2
3
4
5
6
7
8
9
10
1"
12
13
14
15

Total $5.200  $2,600

Grand Totals (for reconcillation to carrier data)
Balance For 2008 ($000)
~ Beg. Ending

Total Modeled $190,200 $160.500

Total Non-Modeled 57,400 44,600

~3Sub Total 247,600 205,100

Total All Current 5.200 2,600

Grand Total 252,800 207,700

From CSX:
Total ETCs $207 700
Difference $0




Rallroad Cost of Capital - 2008 Appendix C Page 5 of 8
Equipment Trust Certificates for NS
Modeled ETCs
Current Valuation Current
____Balance For 2008 (5000) interest Valuation Market
ETCID Maturity Beg. Ending Avg QIS Rate Factor Value interast
1 NSR Senes H TH5M3 25,200 21,000 23,100 4070% 104623 24,168 984
2 NSR Senes | 41114 44,100 37,800 40,950 4231% 106801 43,735 1,850)
3 NSR Senes J 7MNM4 43,750 37,500 40,625 4.229% 110897 45,003 1,907}
4 - - -
5 - - -
6 - - -
7 - - -
8 - - -
g - - -
10 - - -
11 - - -
12 - - -
13 - - -
14 - - -
15 - - -
Total $113,050 506,300 $104.675  4.196% 112, 141
Note
This hst contains ETCs that can be used in the AAR's modal to determine market value Some debt instruments
labelad as ETCs do not have all of the charactenstics typical of an ETC, and therefore cannot be modeled For
example, ETCs with vanable rates cannot be modeled
Non-Modeled ETCs
Balance For 2008 ($000)
ETCID Maturity Beg. nding
1
2
3
4
5
6
7
8
)
10
1
12
13
14
15
Total 50 30
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Entire ETC Current — Not Used for Cost or Market Value

Appendix C Page 6 of 8

Equipment Trust Certificates for NS {continued)

1

o~ baWwN

10

12
13
14

Balance 2008 ($000)

ETC ID Maturity Beg.  Ending

NSR Series F 5520 2,760
Total 5.52 7

Grand Totals (for reconciliation to carrier data)

Total Modeled
Total Non-Modeled

Balance For 2008 ($000)
eg. nding
$113,050 $96.300
0 0

~Sub Total

Total All Current

113,050 96 300

5,520 2,760

Grand Total

From NS
Total ETCs
Difference

118,570 99,060
§99,060
$0
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Equipment Trust Certificates for UP
Modeled ETCs
Current Valuation Current
Balance For 2008 ($000) Interest Valuation Market
ETCID Maturity Beg. Ending AvgO/S Rate Factor Value interest
1 ETCUPC Senes C 211112 20,750 16,600 18,675 3884% 111492 20,821 809
2 ETCUPC Senes G 6/15/11 21,740 16,305 19,023 3659% 108489 20,637 755
3 ETCUPC SenesH 12111 18,800 14,100 16,450 3659% 107157 17,627 645
4 ETC UPC Series | 2/23/19 71,058 64,194 67.626 4847% 110170 74,503 3,611
5 ETCUPC SerresJ  1/2/2031 94,815 90,819 92,817 5385% 107231 99,528 5,360
6 - - -
7 - - -
8 - - -
g - - -
10 - - -
1" - - -
12 - - -
13 - - -
14 - - -
15 - - -
Total 5227,163 $202018 3214580  4.706% $233,118  $11,180|
Note
This list contains ETCs that can be used in the AAR's model to determune market value Some debt instruments
labeled as ETCs do not have all of the charactenstics typical of an ETC, and therefore cannot be modeled For
example, ETCs with vanable rates cannot be modeled
Non-Modeled ETCs
Balance For 2008 ($000)
ETCID Maturity Beg. nding
1
2
3
4
5
6
7
8
9
10
1
12
13
14
15
Total 30 30
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Appendix C Page 8 of B

Equipment Trust Certificates for UP (continued)

Entire ETC Current — Not Used for Cost or Market Value

Balance 2008 {$000)
ETCID Maturlty Beg. Ending
1
2
3
4
5
6
7
8
9
10
1
12
13
14
15
Total 30 $0
Grand Totals (for reconclilation to carrier data)
Balance For 2008 ($000)
. Ending
Total Modeled $227,163 $202,018
Total Non-Modeled 0 0

Sub Total

227,163 202,018

Total All Current 0 0
Grand Total 227163 202,018

From UP:

Total ETCs $202,018
Difference $0
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Conditional Sales Agreements for BNSF

Appendix D Page 1 of 4

Modeled CSAs
Current Valuation Current
Balance For 2008 ($000) Interest Valuation Market
CSAID Maturity Beg Ending AvgOlS Rate Factor Value Interast
1 - - -
2 - - -
3 None - - -
4 - - -
5 - - -
6 - - -
7 - - -
8 - - -
9 - - -
10 - - -
Total — 50 S0 $0 - $0 50|
Note
This list contains CSAs that can be used in the AAR's model to determine market value Some debt instruments
labeled as CSAs do not have all of the charactenstics typical of a CSA, and therefore cannot be modeled For
example, CSAs with variable rates cannot be modeled
Non-Modeled CSAs
Balance For 2008 ($000)
ETCID Maturity Bag. nding
1
2
3
4
5
6
7
8
9
10
Total ~ %0 30
Balance For 2008 (S000)
Beg- Ending
Current CSAs Not Used 0 0]
Grand 1ofal All C5As $U U
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Conditional Sales Agreements for CSX
Modeled CSAs
Current Valuation Current
Balance For 2008 ($000) Interest Valuation Market
CSAID Maturity ~ Beg. Ending  Avg OIS Rate Factor Value Interest
1 CSX 422 10/22/12 25,591 20.472 23,032 4211% 106815 24,601 1,036]
2 CSX423 4/16/2012 31,261 25,009 28,135 4212% 105876 29,788 1,255
3 - - -
4 - - -
5 - - -
6 - - -
7 - - -
8 - - -
g - - -
10 - - -
Total 856,852 945481 o51.167  4.212% $54,389 $2.201|
Note

This st contains CSAs that can be used in the AAR's model o determine market value Some debt instruments
labeled as CSAs do not have all of the charactenstics typical of a CSA, and therefore cannot be modeled For
example, CSAs with variable rates cannot be modeled

Non-Modeled CSAs

Balance For 2008 {$000)

ETCID Maturity Beg. nding
1 CS5A 424 Sept 2014 41,940 35,949 (uses a floating interest rate)
2
3
4
5
6
7
8
)
10
Total 541,940 535,049
Balance For 2000 (000) |
Beg. Ending
Current CSAs Not Used 0 0
rand To AS $98.702 561430
From CSX:
Total CSAs $81,430
Difference from Grand Total $0
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Conditional Sales Agreements for NS

Modeled CSAs
Current Valuation Currant
Balance For 2008 ($000) Interest Valuatlon Market
CSAID Maturity ~ Deg. Ending AvgO/S Rate Factor Value Interest
1 . - - -
2 - - -
3 None - - -
4 - - -
5 - - -
6 - - -
7 - - -
8 - - -
9 - - -
10 - - -
Total 50 50 30 - L $0]
Note
This list contains CSAs that can be used in the AAR's model to determine market value Some debt instruments
labeled as CSAs do not have all of the charactenstics typical of a CSA, and therefore cannot be modeled For
example, CSAs with variable rates cannot be modeled
Non-Modeled CSAs
Balance For 2008 {$000)
ETCID Maturity Beg. Ending
1
2
3
4
5
6
7
8
9
10
Total 50 30
Balance Ior 2008 (S000) |
Beg. Ending
Current CSAs Not Used 0 )]
rand Tola U W
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Conditional Sales Agreements for UP

Modeled CSAs
Current Valuation Current
Balance For 2008 ($000) Interest Valuatlon ‘Market
CSAID Maturity Beg. Ending AvgOlS Rate Factor Value Interest
1 - - -
2 - - -
3 None - - -
4 - - -
5 - - -
6 - - -
7 - - -
8 - - -
9 - - -
10 - -= -
Tolal $0 50 $0 - 0 30|

Note'

This list contains CSAs that can be used In the AAR's model to determine market value Some debt instruments

labeled as CSAs do not have all of the charactenstics typical of a CSA, and therefore cannot be modeled For

example, CSAs with variable rates cannot be modeled

Non-Modeled CSAs
Balance For 2008 (5000}
ETCID Maturity Beg. nding
1
2
3
4
5
6
7
8
9
10
Jotal 30 30
Balance For 2008 (5000)
eg. Ending
[Current CSAs Not Used 0 o
fand 10 AS k1Y 50







Raliroad Cost of Capital ~ 2008 Appendix E
2008 Market Value of Debt ($000)
Market Value
Traded or Non-Traded or Percent of
Type of Debt Modeled Non-Modeled Total Subtotal Total
Bonds Notes & Debentures $16,589.063 $9,030,275 $25.619.338 96 89% 85 95%
Equipment Trust Certificates 766.740; ‘5 766.740 290% 257%
Conditional Sales Agreements 54,389; " 54,389 021% 018%
Sub Total $17,410,183 $9,030,275 $26,440,468 100 00% 8871%
All Other -— Capital Leases $2,672,338 $2,672338 7941% 897%
All Other — Misc Debt 576,082 576,082 1712% 193%
All Other — Non-Maodeled ETC 80,960 80,960 241% 027%
All Other — Non-Modaled CSA 35,949 35,949 107% 012%
Sub Total §3,365,328 100 00% 11 290%
Total Market Value $29,805,797 100 00%

General Notes:

Bonds, Notes. and Debentures from Appendix A Secunties that did not trade were assigned a market
value equal to thelr book value The traded portion accounts for 64 75 percent of the total market value
for this category

Equipment Trust Certificates from Appendix C
Conditional Sales Agreements from Appendix D

Some ETCs and CSAs could not be modeled because they did not have all of the typical charactenstics
necessary for the model Those that could not be modeled were assigned a market value equal fo
their book value, and moved to the All Other category

Capital Leasas and Miscellaneous Debt listed in work papers

The capital ieases and miscellanecus debt portion of the All Other debt category was assigned a market
value equal to iis book value, and totals to $3 248,420 thousand The non-modeled ETCs and CSAs
were also assigned a market value equal to therr book value and totaled to $116,909 thousand The
All Other category totals to $3,365,329 thousand, or 11 3 percent of total debt
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Prospectus Supplement Page 1 of 34
424B5 1 d424b5 hrm PROSPECTUS SUPPLEMENT
‘Labh of Contents
Filed pursuant to Rule 424(bX5)
A filing fee of 525,545, calculated 1n accordance
with Rule 457(r) has been transmutted o the SEC 11 connection
with the securities offered from the registration statement
(Reg No 333-1302i4) by means of this prospectus supplement .
Prospectus Supplement

{To Mrospectus dated December 8, 2005)
$650,000,000

V =74 "£—F

Burlington Northern Santa Fe Corporation
5.75% Notes due March 15, 2018

We will pay interest on the notes on March 15 and September 15 of ezch yea- The first such pavment will be rade on September 15,
2008 The notes will by 1ssued only m minimum denominations of $2,000 ard integral multiples of $1,000

We have the aption to redeem all or a portion of the notes ot any tume See “Description of Notes—Optwnal Redempiion " m this
prospecius supplemcent There 16 no eminng fund for the notes

Neither the Securites and Exchange Commission nor any other reguisiory budy has approved or disapproved of these securites
or passed upon the accuracy or adequacy of thls prospectus supplement or the accompanying prospectus. Any representation to the
contrary Is a criminal offense.

Proceeds,
Before
Price to Underwnitmg Expenses,
- Investors(l) Digcount to BNSF
Per “ote 99 767% 0.050% 9 1%
Total $648.4R5 500 § 2225000 $644.260,500 .

{1 Plua aczrucd meercst tom March 14, 2008, 1" setilemert occurs after thar das

The notes offered by this prospectus supplement will not be heted om any secunuies exchange Currently, there 1s no public market for the
notes

The underwriters expecl t deliver the notes i book-entrs form oaly, through the faciliues of The Depository Trust Company apguinst
payment on Murch 14, 2008

Jome Book-Running Managers
Banc of America Securities LLC Barclays Capital Wachovia Securities
Co-Managers
BMO Capital Markets BNP PARIBAS BNY Capital Markets, Inc.
Mitsubishi UFJ Securities SOCIETE GENERALE

The Williams Capital Group, L.P.

The date of this prospectus supplement 15 March 11, 2008

http./fwww sec gov/Archives/edgar/data/034612/000119312508054065/d424b5 htm 373172009
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Prospectus Supplement Page 16 of 34

Tablc of Captents

UNDERWRITING

We and the underwnters for this offening named below Bave ertered mto an underwritmg agreement with respect to the notes Subgect o
certan conditions, cach underwniter hax severally agreed to purchase the pnncipal amourt of notes mdicated wn the Zollowang wable Bane of
Amenca Secvmnes LLC, Barclays Capral Inc and Wachovia Capital Markets, LLC are acting as joint boox--ummung reanagers and ax
represertatives of the underwnters

Principal Amount

Underwriters of Notes
Banc of Amenca Secunbes LLC H 162,500,000
Barclays Capital Inc 162,500,000
Wachovia Caprtal Markets, LLC. 162,500,000
BMO Capital Markets Corp 27,084,000
NP Panbas Secunties Corp 27,084,000
BNY Capital Markess, Inu 27,083,000
Mitsubish UFJ Securtres inlernabional ple 27,083,000
SG Amsricas Securities, LILC 27,083.000
The Wilhams Captal Group, L P 27,083,000
Tolal $ 650,000,000

Notes sold by the underwrtters to the public will mtatly be offered at the imual public offering price set forth on the cover of this
prospectus supplement Any notes sold by the undersmiters to securities dealers may be sold at a discount from the imual public offenng pnce
of up to 0 40% of the pnncipal amount Any such secunines dealers may resell any notes purchasced from the underwriters to certain other
brokers or dealers at a discount from the inrial public offering price of up wo 0 25% of the pnrcipal amount 1f all the notes are not sold at the
mutta! oftening price, the underemters may change the offoring prive and the other selling lerms

The notes arc u new 1ssue of securities with no established trading market We have been advised by the underwrters that the
underwriers intend to mske u market m the notes but are co® obligated to do 50 and may discontmue marker making at emy tume without notice
No assurance can be given as to the hquidity of the tradmg market for the notes

In connection with the o¥eemg, the imderwnters may purchase and sell notes m the open market These transachions may mclude short
sales, staptlizing transactions and purchases to cover pumtions created by short seles Short saltes nvolve the sale by the underwniters of a
greater number of notes than they are required to purchase m the offering Stebilizing transacuons consist of centam bids or purcheses made for
the purpose of preventing or retarding a declme 1n the market price of the notes while the offering is in progress

The uzderwnters also may rpose a penalty bid. This pecurs when a particular underwriter repays to tne underwniters u portion of the
underwnung discount recervec by it because the represenatives have repurchased notes sold by or for the account of suck urderwniter m
stebilizing or shor covenng transactions

Thess acnvines by the underwriters may stabihize, mantem ur otheswise affect the mearket price of the notes As a result, the pnce of the
notes mey be higher thar the price tha otherwase mught exixt in the open market 11 these activiues are commenced, they may be discontinued
by the underwriters at any ime These transactions may be effected m the over-the-counter market or otherwise.

Cf:gunme that our share of the total expenses of the offerng, exchuding underwniting discounts and commussions, will be
approxm

ately $573,000

We have agreed 1o mdemm'l'y the severnl underwnitess egiunat certun habiities, including habilities under the Secunties Act of 1933, as
amended

In the ordinary courge of their ~espective busimnesses, cenamn of the underwriters arnd themr affiliates engage. and mey w the future engage.
1 investment banking and commercial banking transachions with BNSF and s subsidianes

S-14

http /iwww s¢e gov/Archivesredgar/data/934612/000119312508054065/3424b5 htm 373172009






Rallroad Cost of Capital - 2008 Appendix G
2008 Current Cost of Debt
Appendix E Current Weighted
Type of Debt Refersnce Walght Cost Cost
Type of Instrument
Bonds, Notes & Debentures App A& Table 4 96 89% 6 525% 6 322%
Equipment Trust Ceriificates App C & Table 6 2 90% 4 432% 0129%
Conditional Sales Agreements App D & Table 7 021% 4 212% 0 009%
Total Without Floatation Costs 100 00% 6 459%
Floatation Costs
Bonds, Notes & Debentures App F 96 8% 0110% 0 107%
Equipment Trust Certrficates SEC & Table 8 290% 0 082% 0 002%
Conditional Sales Agreements SEC and Table 8 021% 0081% 0 000%
Total Floatahen Costs 100 00% 0 109%
Waighted Cost of Debt 6 568%
Weighted Cost of Debt (rounded) 6.57%
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Market Value for Common Equity

Stock Data for BNI from Yahoo! Finance 1-7-09
http /Achart finance yahoo comitable csv?s=BNI&a=008b=18&c=2004&d=00&e=34f=20098g=w&ignore= csv

Beg of Wk End of Wk Shares Capiltalization
Date Open High Low Close Volume Qutstanding (5000}
1213172007 8319 8483 78 51 78 64 2430100 350 631.059 27 573 626
17772008 7927 8108 76 40 78 11 3970700 350 631,059 27 387.792
1/14/2008 7889 7949 76 16 7693 4047600 350,631,059 26 974 047
1/22/2008 7420 8400 74 20 8180 5443500 350,631,059 28,681,621
17282008 8248 8855 8115 8830 3998400 350,631,059 30960,723
2/4/2008 8899 8900 8505 8803 2890400 350,631,059 30,866,052
2/11/2008 88 66 9130 8660 89 11 3763400 348,201,513 31,028,237
2/19/2008 90 00 %012 8658 88 18 3340700 348.201 513 30,704,409
2/25/2008 88 40 9120 8709 8778 2659800 348,201 513 30 565 129
3/3/2008 8753 9023 8680 8802 3125100 348,201,513 30,648,697
3/10:2008 88 27 9288 8637 90 80 4260400 348.201 513 31616 697
31172008 88 65 8535 8850 91 61 5053800 348,201 513 31,898,741
3/24/2008 92 53 96 31 9170 9189 2806800 348 201 513 32 031 057
3/31/2008 9101 8700 9076 89594 2804400 348.201 513 33 406 453
47712008 96 B4 96 84 917 8319 2462600 348 201,513 32448899
4/14/2008 9300 89 89 92 81 ea 77 3150500 348 201,513 34 740 065
4/21/2008 9942 10025 96 84 9975 2494100 348 201,513 34 733101
4/28/2008 10020 10620 9945 104 24 3535000 344,930,287 35 955 533
5/5/2008 10475 10562 10210 103 47 1954700 344,930,287 35 689 937
5/12/2008 10385 10943 10254 108 56 2193200 344,930,287 37 445 632
5/19/2008 10892 11240 10485 106 14 2893900 344 930,287 36 610 901
5/27/2008 10650 11356 10634 11305 2998100 344 930 287 38 994 369
6/2/2008 11327 11458 11020 11040 3390500 344,930,287 38 080 304
€/9/2008 11173 11434 10322 104 68 4600200 344 930 287 36 107 302
6/16/2008 10419 10612 10051 103 02 4447700 344 930 287 35534 718
6/23/2008 10345 10350 9705 87 40 4255600 344,930,287 33596 210
6/30/2008 0741 10078 9218 9383 4443800 344,930 287 32 364 809
7/7/2008 93 62 6933 9361 95 45 4552600 344,930 287 32923 596
7/14/2008 96 41 97 77 90 86 94 57 4967500 344,930 287 32 620,057
7/21/2008 9514 10085 9408 88 05 3725300 344,404 716 33 768 882
712812008 8794 10629 96 55 10176 4133600 344 404 716 35 046 624
8/4/2008 10185 10293 99 40 10143 3587800 344 404 716 34932970
8/11/2008 10142 10280 94 22 o8 87 3993300 344 404 716 34 051 294
8/18/2008 9843 10375 97 28 10347 2679100 344 404 716 35 635 556
8/25/2008 10323 10804 10159 107 40 3191200 344 404 716 36 989 066
9/212008 10807 10972 96 25 99 87 4950500 344 404,716 34 395 699
9/8/2008 10261 104 68 96 23 10164 5597600 344 404 716 35074 176
9/15/2008 9852 11004 93 68 100 71 5502000 344 404,716 34 684 999
9/22/2008 9965 10064 9515 08 34 3861800 344 404 716 33 868 760
9/29/2008 9697 9698 8212 8320 5927900 344 404,716 28 685 469
10/6/2008 7991 8710 74 27 8016 7498000 344 404,716 27 607 482
10/13/2008 8298 8770 74 55 8010 6625200 344 404,716 27 586 818
10/20/2008 8102 8589 76 00 80 00 4875400 342 326,358 27 386 109
10/27/2008 7892 8978 7758 8906 5674000 342 326,358 30 487 585
11/3/2008 8897 9198 7927 8125 6134000 342,326,358 27814017
11110/2008 8269 84 90 77 06 7963 6853900 342 326,358 27 259 448
11117/2008 78 06 79 61 68 31 7329 7827700 342,326 358 25 (089,098
11/24/2008 73 36 7735 7153 76 61 4553600 342,326,358 26,225,622
121112008 74 87 76 48 7138 74 68 5059100 342,326,358 25 564 932
12/8/2008 7588 77.50 69 86 7138 5324700 342,326,358 24,435,255
12/15/2008 7259 7786 7008 7366 3057200 342,326,358 25,215 760
12/22/2008 7356 7500 7275 74 43 1202100 342,326,358 25,479,351
12/29/2008 7417 7877 7167 7845 2284100 342,326,358 26,855,503

Note Capitalizahon calulated using close of week pnce multiphed by the number of shares outstanding
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Market Value for Common Equity

Stock Data for CSX from Yahoo! Finance 1-7-09
http /Achart finance yahoo comiable csv?s=CSX&a=008&b=18&¢=20048d=008e=38f=20098g=wlighore= csv

Bag of Wk End of Wk Shares Capitalization
Date Open High Low Close* Volume Outstanding ($000}
12/31/2007 44 21 4502 40 45 40,73 5324700 420,425,477 17 123,930
17712008 4105 44 00 3987 42 48 7391800 420,425,477 17 859,674
1114/2008 4291 44 25 40 40 4118 6732900 420,425477 17 313.121
17222008 4070 4775 4049 4545 10014800 420,425,477 19,108,338
1/28/2008 4560 5008 4519 4993 6662000 420 425477 20,991,844
2/4/2008 4983 50 66 46 B85 48 02 5706000 420 425.477 20,188,831
2/11/2008 48 10 50 44 4679 4878 5004800 420 425 477 20,508,355
2/119/2008 4944 5137 4819 50 16 5863500 403 363.273 20,232,702
212512008 50 15 5320 4772 48 52 6478700 403 383 273 19,571,186
3/3/2008 4837 5055 4659 47 09 4951900 403 363 273 18,994,377
3/110/2008 4722 5042 4657 48 97 5160200 403.363 273 19,752 699
3/117/12008 4861 5500 4848 5459 11063500 403.363.273 22,019 601
3/24/2008 54 81 58 10 54 81 56 55 7065900 403,363,273 22.810.193
3r31/2008 56 42 58 91 5505 57 29 6186600 404,888,568 23,196 066
41712008 57 58 58 41 5504 56 31 3949700 404,888 568 22 799,275
4/14/2008 56 35 6138 56 20 6124 6612300 404,888,568 24 795.376
4/21/2008 6153 62 21 58 a0 6194 4230400 404,888,568 25078 798
4/28/2008 6227 65 56 6138 6414 4953800 404,888,568 25 969,553
5/5/2008 6400 6520 6264 6324 3259900 404,888,568 25,605 153
5/12/2008 6353 66 50 62 52 65 54 3818900 404 888,568 26 536,397
5/19/2008 6570 7070 65 37 8673 6828900 404 888 568 27,018,214
5/27/2008 6675 69 84 66 01 69 06 3944800 404.888.568 27.961.605
6/2/2008 69 36 69 36 64 10 65 41 4781400 404 888,568 26 483,761
6/9/2008 65 56 67 38 62 60 65 42 5196100 404 388 568 26,487,810
6/16/2008 64 59 6710 6302 64 83 5377600 404 888.568 26 248,926
6/23/2008 6524 65 50 6074 62 14 4559700 404 888 568 25,158,776
6/30/2008 62 36 63 94 56 52 57 36 6726000 407 642 147 23 382,354
77712008 5772 6188 56 20 60 62 4933800 407 642 147 24,711,267
7114/2008 6124 62 48 5576 60 88 6338600 407 642 147 24,817,254
712112008 6125 66 56 6073 63 34 4111300 407 642 147 25,820 054
7/28/2008 6319 69 50 6158 66 17 5557400 407.642 147 26,973,681
842008 66 21 66 48 62 42 65 61 4317900 407,642 147 26,745 401
8/11/2008 65 57 66 71 57 09 60 91 6860300 407,642,147 24,829,483
8/18/2008 61 27 64 28 5916 6373 3659700 407,642,147 25.979 034
8/25/2008 6385 65 41 6217 64 68 2719800 407 642 147 26.366.264
9/2/2008 65 49 66 00 5474 5771 8004500 407,642,147 23 525 028
9/8/2008 58 69 62 15 52 03 6161 9308200 407,642,147 25.114,833
81152008 58 53 63 48 50 50 59 37 11355000 407,642 147 24,201 714
8/22/2008 59 38 59 69 54 77 56 39 5553500 407,642,147 22 986,941
9/29/2008 5538 5635 4615 47 70 9145200 394,469,360 18 816 188
10/6/2008 4551 49 25 40 36 43 31 8127300 354,469,360 17 084,468
10/13/2008 4494 53 84 40 68 43 33 7121900 364,469,360 17 082,357
10/20/2008 4505 4672 3995 42 38 5664400 394,469,360 16.717.611
10/27/2008 4170 47 35 3959 4572 6574600 364,468,360 18 035,139
113/2008 4638 4741 4129 277 7118500 394,469,360 16.871.455
11/10/2008 4375 44 88 38 51 38 82 7312400 394,469,360 15,313,301
11/17/2008 3836 3890 3069 3370 10703800 394,469,360 13 293,617
11/24/2008 3440 3906 3300 3724 7713300 394,469,360 14 690,039
12/1/2008 3528 36 31 3168 415 5865100 394 469.360 13471129
12/8/2008 3508 3767 31.18 3185 7086500 394 469,360 12 563,849
12/15/2008 3212 3600 3073 31860 5892300 394,469,360 12.465,232
12/22/2008 3140 3216 3061 3150 3399500 394 469,360 12 425,785
12/29/2008 3137 3500 30 01 3462 4647300 394,469,360 13,656,529

Note Capitahzaton calulated using close of week pnce multiphed by the number of shares outstanding
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Market Value for Common Equity

Stock Data for NSC from Yahoo! Finance 1-7-09
http /hichart finance yahoo com/lable csv?s=NSC&a=008b=1&c=20048d=008e=38&f=20098g=w&Ignore= csv

Beg of Wk End of Wk Shares Capitalization
Date Open High Low Close Volume Outstanding {$000)
12/31/2007 5074 5085 4775 4788 3528900 387,240,494 18 541,075
1/7/2008 4808 4864 46 20 46 46 4029900 387,240,494 17 991 193
11M14/2008 4692 4745 4382 44 15 4531900 387.240,494 17,096,668
1/22/2008 4136 5155 4136 50 74 8068300 387 240,494 19,648 583
1/28/2008 50 88 56 45 49 85 56 29 7658200 387 240.494 21.797 767
2/4/2008 56 21 56 21 £2 26 54 41 4317900 376 332 668 20,476,260
2/11/2008 54 50 5584 53 20 5394 3122000 376,332,668 20,299,384
2/18/2008 54 46 54 85 5213 5318 3524200 376,332 668 20,013 311
2/25/2008 5278 55 84 5244 5289 3687100 376,332 668 19,904,235
37312008 5272 55 00 5169 5194 3449500 376,332 €68 19,546,719
3/10/2008 5188 54 48 50 86 5293 3656800 376,332 668 15,919,288
3/17/2008 5151 56 96 5114 5307 5961700 376,332 668 19,871.975
3/24/2008 53 39 56 73 5336 54 25 2765300 376,332 668 20,416,047
3/31/2008 54 13 5774 5335 56 80 3277600 376,332 668 21,375,696
4712008 57 33 58 05 54 36 54 99 2986700 375,755 263 20,662,782
4/1472008 5507 6176 5478 61 64 4604500 375,755 263 23,161,554
4/24/2008 6131 6189 57 85 6013 3716700 375,755 263 22,594,164
4/28/2008 60 45 6100 59 08 6019 2926600 375,755 263 22,616,709
51512008 59 90 62 67 5925 6190 3084900 375,755 263 23,259,251
5/12/2008 6219 65 23 6130 64 31 3273300 375,755 263 24,164,821
5/19/2008 64 46 66 74 62 34 62 74 4159700 375,755 263 23,574,885
5/27/2008 6275 €774 6275 67 38 4416100 375,755 263 25,318,390
6/2/2008 67 17 6772 64 18 64 18 3717700 375,755 263 24,115,973
6/9/2008 64 81 65 60 60 74 6342 4277300 375,755 263 23.830.399
6/16/2008 6312 6483 6082 6374 3767200 375,755,263 23,950,640
6/23/2008 6414 64 20 60 50 6104 3286500 375,755 263 22,936,101
6/30/2008 6101 63 36 577 58 91 3982300 375,755 263 22,135,743
71712008 5973 6312 57 92 6178 3727800 375,199,214 23,179,807
T114/2008 62 66 64 48 59 05 63 42 3695900 375,199 214 23,795,134
7/21/2008 63 30 7285 6282 7011 4690700 375,199 214 26,305,217
712872008 7074 7553 68 75 70 62 4568800 375,199 214 26,496,568
8/4/2008 7067 7366 68 85 7355 3995400 375,199,214 27.595,902
8/11/2008 7335 74 50 €6 40 7058 4553600 375,198,214 26,481,561
8/18/2008 7071 7124 6700 7099 2927000 375,199,214 26,635,392
8/25/2008 7064 74 90 68 27 7353 2784000 375,198,214 27,588,398
9/2/2008 7244 74 50 6347 66 39 5335900 375,199,214 24,809,476
9/8/2008 6776 6900 6204 6797 6091300 375,199 214 25,502,291
9/15/2008 65 37 7256 6434 70 36 6292700 375,199,214 26,399,017
9/22/2008 6970 7120 6554 6993 3979100 375,199 214 26,237,681
9/29/2008 €899 6953 55 02 56 17 5986700 375,199,214 21 074,940
10/6/2008 5469 5884 4506 5205 6708500 370.279.291 19 273,037
10/13/2008 5452 6066 4813 5254 5932300 370,279,291 19.454 474
10/20/2008 5320 5753 50 50 5312 5418300 370,279 291 19,669,236
10/27/2008 5304 62 57 5129 5994 4863500 370,279,291 22,194,541
11/3/2008 60 69 62 20 5229 5372 4761900 370.279.291 19,891,404
11/10/2008 54 90 56 18 47 49 5198 5553200 370,279 291 19,247,118
11/17/2008 5118 52 11 41 42 4568 5695700 370,279,291 16,914,358
11/24/2008 46 60 5025 4482 4947 3899700 370,279 291 18,317,717
12712008 4822 4824 4350 46 14 4997700 370,279,291 17,084,686
12/8/2008 4748 4967 4320 44 52 4181200 370,279,291 16,484,834
12/15/2008 4525 49 25 43 12 44 56 4181400 370,279,291 16,499,645
12/22/2008 4416 4490 4350 44 35 2064700 370,279,291 16,425,589
12/29/2008 44 19 49 44 42 97 4907 3189800 370,279,291 18.169.605

Note Capitalization calulated using close of week pnce multiplied by the number of shares outstanding



Market Value for Common Equity

Stock Data for UNP from Yahoo! Finance 1-7-08
http /hchart finance yahoo com/table cev?s=UNP&a=008b=18c=20048d=008e=3&1=20098g=waIgnore= csv

Beg of Wk
Date
12/31/2007
11712008
1/14/2008
1/22/2008
1/28/2008
2/4/2008
2/11/2008
2/19/2008
2/25/2008
3/3/2008
3110/2008
3/17/2008
3/2412008
3/31/2008
4712008
4/14/2008
4121/2008
4128/2008
5/5/2008
5/12/2008
5/19/2008
5/27/2008
6/2/2008
6/9/2008
6/16/2008
6/23/2008
6/30/2008
71712008
711472008
72172008
7/28/2008
8/4/2008
8/11/2008
8/18/2008
8/25/2008
9/2/2008
9/8/2008
8/15/2008
9/22/2008
9/25/2008
10/6/2008
10/13/2008
10/20/2008
1072772008
11/3/2008
1110/2008
1411712008
11/24/2008
12/1/2008
12/8/2008
12/15/2008
12/22/2008
12/29/2008

Open
127 00
120 90
11525
105 32
120 22
127 45
125 56
126 49
124 45
12500
11900
11875
122 80
124 34
134 91
130 21
137 60
140 63
148 58
146 62
155 00
153 11

8212
7855
7522
77 36
7387
7129
7265
7298
7809
79 50
8315
7739
79 86
84 45
777
76 03
76 71
7219
89 37
60 58
57 06
57 44
66 69
6300
56 64
48 36
49 62
48 64
43 33
46 57
46 80

High
127 39
12189
116 34
124 93
128 33
128 62
128 22
126 49
129 50
126 81
12593
130 57
130 00
134 40
135 00
138 82
141 25
148 66
149 37
156 15
150 65
159 00
8276
80 00
78 58
77 36
76 06
7474
7443
7979
84 25
8360
83 31
8115
8495
85 80
78 80
80 05
76 99
7267
65 41
66 25
6112
67 99
6975
6384
58 82
5199
49 62
5141
4992
4795
50 40

Low
115 66
11110
107 62
105 32
11500
12155
122 64
12101
122 40
118 55
11828
11825
122 42
123 59
126 04
129 81
13289
13848
144 41
145 00
150 24
78 14
7790
74 04
7190
7228
69 61
6929
67 90
7185
76 02
79 46
7353
76 17
78 39
7228
7025
69 52
7100
60 40
5175
5124
53 11
54 52
59 24
54 16
4378
4560
44 86
4184
4205
4576
44 90

End of Wk
Close
120 04
114 11
11045
11981
127 97
12535
124 80
124 13
12476
119 66
12275
122 06
125 02
133 66
130 21
138 08
140 59
146 88
146 28
15300
152 16
8231
77 956
7557
76 88
7383
7085
7192
7254
7749
7944
8318
76 87
79 55
83 90
7546
77 80
7673
7327
6181
58 00
55 49
56 28
66 77
60 99
57 27
47 50
50 04
47 49
42 81
46 27
46 97
5013

Volume
4066900
6241000
5733100
9245100

10476800
4793400
4687600
7152100
5375700
6813800
5658000
9511800
4432700
4924200
4258800
6419600
6433700
7565500
3610000
4687400
6887000
7910400
5003300
6256600
6688800
4771800
5580300
5078400
5776800
4589100
6235400
4830800
7385100
4344700
4166400
7978200
8519500

11418700
6049600
8747700
9981100

10342500
7275200
6539300
6901900
7759600
9747300
8211800
6641500
9464600
7390100
2656900
3408500

Close Ad)
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For Splits Outstanding

60 02
57 06
5523
59 91
63 99
62 68
62 40
62 07
62 38
58 83
6138
6103
82 51
66 83
65 11
6904
70 30
7344
7314
76 50
76 08
82 31
7785
7557
76 88
7383
7085
7192
7254
77 49
7944
8318
76 87
7955
8390
7546
77 80
7673
7327
6181
58 00
5549
56 28
66877
6099
57 27
47 50
50 04
47 49
4281
46 27
46 97
50 13

525.247.810
525,247 810
525,247 810
525,247,810
525,247,810
521.401,054
521 401,054
521.401,054
521 401,054
521,401,054
521,401,054
521.401 054
521,401 054
521,401 054
521,401,054
521,401,054
516.747.040
516 747,040
516 747.040
516 747.040
516.747.040
516.747.040
516 747 040
516,747.040
516.747.040
516.747.040
516,747,040
516 747,040
516.747,040
552.778,012
562 778.012
552 778.012
552 778.012
552778 012
562,778.012
552,778 012
552,778 012
552,778 012
552,778 012
552,778 012
552,778 012
552,778,012
506.430,904
506 430,904
506 430,904
506 430,804
506 430.904
506,430.904
506,430 804
506 430,904
506 430,804
506,430,904
506,430 904

Note Capitahzation calulated using close of week prnce multiplied by the number of shares outstanding

Caplitalization
($000)
31,525 374
29,968 014
29,006,810
31 464,970
33 607,981
32678.811
32535426
32,360 756
32,524 998
31,195 425
32,000 990
31,821,106
32,592,780
34,845,232
33 945,816
35 997,529
36 324,733
37,949,903
37,794 879
38,531 149
39,3214 115
42,533 449
40,280,432
39 050,574
39 727,512
38 151,434
36.611,528
37 164,447
37.484.830
42,834 768
43 912,685
45,980,075
42 492 046
43,973 491
46,378 075
41,712 629
43,006 129
42,414 657
40,502,045
34 167,209
32,061,125
30 673.652
29 514,793
33814 3
30,887 221
29 003 298
24,055 468
25 341802
24,050 404
21,680 307
23,432 558
23,787,060
25,387 381
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Market Value for Common Equity

Total Market Value for BNI, CSX, NSC, and UNP combined
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Based on close pnce on last trading day of week and shares outstanding from 10-K and 10-Q

Tradln! Days For Week

Monday December 31. 2007

Monday January 07 2008
Monday, January 14, 2008

Tuesday, January 22, 2008

Monday, January 28 2008

Monday, February 04, 2008
Monday, February 11, 2008
Tuesday February 19 2008
Mongay, February 25, 2008

Monday, March 03, 2008
Montay, March 10, 2008
Monday, March 17, 2008
Monday. March 24, 2008
Monday March 31. 2008
Monday Apnl 07, 2008
Monday Apnl 14, 2008
Monday, Apni 21 2008
Monday, Apni 28, 2008
Monday, May 05. 2008
Monday, May 12 2008
Monday, May 19 2008
Tuesday May 27, 2008
Monday, June 02, 2008
Monday, June 09, 2008
Monday, June 16, 2008
Monday, June 23, 2008
Monday, June 30, 2008
Monday, July 07, 2008
Monday, Juty 14, 2008
Mornday, July 21. 2008
Monday July 28, 2008

Monday. August 04, 2008
Monday. August 11, 2008
Monday August 18, 2008

Monday August 25 2008

Tuesday, September 02, 2008
Monday September 08, 2008
Monday September 15 2008
Monday September 22, 2008
Monday September 29, 2008

Monday, October 08, 2008
Monday, October 13, 2008
Monday, October 20, 2008
Monday October 27, 2008

Monday, Novemnber 03 2008
Monday, November 10, 2008
Monday, November 17 2008
Monday, November 24, 2008
Monday, December 01 2008
Monday, December 08 2008
Monday, December 15, 2008
Monday, Decembesr 22, 2008

Average

End
Fnday, January 04 2008
Fnday, January 11, 2008
Fnday, January 18 2008
Fnday, January 25, 2008
Fnday, February 01, 2008
Fnday, February 08, 2008
Fnday, February 15, 2008
Fnday, February 22 2008
Fnday, February 29 2008
Fnday March 07, 2008
Frday, March 14, 2008
Thursday, March 20, 2008
Frnday March 28, 2008
Fnday. Apnl 04, 2008
Frnday, Apnl 11, 2008
Fnday. Apnl 18, 2008
Fnday, Apnl 26 2008
Fnday, May 02 2008
Fnday. May 09 2008
Fnday, May 16 2008
Fnday, May 23 2008
Fnday, May 30 2008
Fnday, June 06, 2008
Fncay, Junse 13, 2008
Fnday. June 20, 2008
Fnday, June 27, 2008
Thursday July 03, 2008
Fnday, July 11, 2008
Fnday, July 18, 2008
Fnday, July 25, 2008
Fnday August01 2008
Fnday August 08 2008
Fnday August 15 2008
Fnday August 22 2008
Fnday. August 29 2008
Frnday September 05, 2008
Fnday September 12, 2008
Fnday September 19, 2008
Friday, September 26, 2008
Fnday. Oclober 03, 2008
Fnday, October 10, 2008
Friday, October 17, 2008
Fnday, October 24, 2008
Fnday, October 31, 2008
Fnday, November 07, 2008
Fnday, November 14, 2008
Fnday, November 21 2008
Fnday, November 28 2008
Fnday, December 05, 2008
Fnday, December 12 2008
Fnday, December 19, 2008
Fnday, December 26, 2008

Capltalization
($000)
$94,764,005
93 206,673
90 390 647
98 903 511
107.358 315
104,209,955
104,371,401
103,311,239
102,565,547
100,385,218
103,289,675
105,711,423
107,850,077
112.823.447
109,856,772
118.694.524
118.730,796
122 491,698
122 349 219
127 677 888
126 518 115
134 807.812
128,960,469
125 476 085
125 461 797
119,843.521
114,494 433
117.979.117
118,717.276
128,728 921
132,429,559
135,254,349
127,854,384
132,223 473
137,321,834
124 542,832
128,697,420
127,700,387
123,595,426
102,743,806
96,026,112
54,807,301
93,287,748
104,531,657
95,464,095
90,823,164
79,352,542
84,575,180
80,171,151
75 164 246
77613194
78,117 785

$109,850,526
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INTRODUCTION AND SUMMARY

b2

My name 1s Bruce k. Stangle, and 1 submitted venified statements on behalf of
the Association of Amenican Railroads ("AAR™) in STB Ex Parte \o 664 {Sub-
No. 1) on Apnl 14, 2008 and October 14, 2008 These statements provided cost
of cquity estimates for the railroad industry based on the Mormingstar/Ibbotson
Multi-Stage Discounted Cash Flow Model (*MSDCF™) and discussed the ments
of using the Mormingstar/Ibbotson MSDCF 1n combination with the Board's
CAPM to cstimate the railroad industry’s cost of equitv. Prior to my
participation 1n STB Ex Parte No. 664 (Sub-No 1). I submutted two venified
statements (joint with Professor R. Glenn Hubbard) on behalf of the AAR 1n
STB Ex Parte No. 664 Those statements addressed specific 1ssucs related to
the Board’s implementation of the CAPM and advocated supplementing the
Board’s CAPM with a multi-stage DCF model such as the one published
annually by Momingstar/Ibbotson.! In STB Ex Parte No. 664 | also submutted
written testimony and testfied 1n person before the Board on February 12. 2007
and December 4, 2007 My background and qualifications are described 1n mpy

September 27, 2007 venfied statement.

[ have been asked by counsel for the AAR to work with the AAR staff n
submitting evidence that will allow the Board to update its 2007 finding
regarding the railroad industry’s cost of capital. Specifically. because this 1s the
first year in which the cost of equity will be determimed using an average of the
CAPM and the Momingstar/Ibbotson MSDCF model. ] was asked by counsel to
provide the AAR staff with the necessary MSDCF estimate and describe in
detail the specific steps and data mputs | used to derive my estimatc. [ have
also provided counsel for the AAR with the workpapers that support my

eslimate

See “\ enfied Statement of R Glenn lHubbard and Bruce L Stangle.” In the Matter of
Methodology to be Emploved m Determuining the Railroad Indusiny s Cost of Capntal, STB Ex
Parte No 664, Scptember 27, 200749 48-52  Sev also. “Reply Venlied Statement of R Glenn
[lubbard and Bruce E Stangle ™ In the Matter of Methodology to be Emploved in Determining the
Ratlroad Industry s Cost of Capital. $1B Ex Parle No 664, October 29, 2007.¢ 19



3. My estimate of the 2008 railroad cost of equity using the Momngstar/Ibbotson
MSDCF model 15 16.29 percent. The method | used to derive this csimate 15
consistent with the Board’s August 11, 2008 proposal and subsequent January
28, 2009 decision 1n STB Ex Parte No 664 (Sub-No. 1). My method 1s also
consistent with the most recent published documentation from
Momingstar/lbbotson describing 1ts MSDCF model The method | used 1s
intended to be transparent so that 1t can be reachly updated by the AAR and

other interested partics in future years

II. DATA INPUTS USED IN THE MORNINGSTAR/IBBOTSON MSDCF
MODEL

4. The specific financial formula used by Morningstar/Ibbotson to implement 1ts
three-stage discounted cash flow model of the cost of cquity 1s clearly expressed
n the Morningstar/Ibbotson Cost of Capital Yearbook The formula is shown 1n
the Appendix to this venfied statement and 1s 1dentical to the formula contained
in the Board's August | 1. 2008 proposal in STB Ex Parte No 664 (Sub-No 1).

5 The financial inputs to the Momingstar/Ibbotson MSDCF model arc cash flows.
the expected growth of eamings. and firm stock market values for those
railroads that mect all of the screening critena described in the Board®s March
5, 2009 statement mitiating this proceeding (1 e.. Burlington Northern Santa Fe,
CSX. Norfolk Southern, and Union Pacific). [ descnbe my methodology for

collecting these financial nputs below.

6. Cash flows. The Morningstar/Ibbotson MSDCF modecl defines cash flows (CF)
as income before extraordinary items (IBEI) mmus capital expenditures
(CAPEX) plus depreciation (DEP) plus deferred taxes (DT) That 1s,

CF =IBElI - CAPEX + DEP- DT (Equation )

IBEI, 1s computed by deducting extraordinary items from net income. These
financial data are then averaged over five years (in this case. 2004-2008) using

the procedure described in the Board's January 28. 2009 decision in STB Ex



Partc No. 664 (Sub-No. 1). This averaging process requires the collection of

sales revenue for each year of the relevant peniod.

Consequently. constructing the five-year average cash flow measure as of 2008
requires the collection of data on six financial measures for each railroad for the
fiscal vears 2004 through 2008. These measures are:

Net mmcome
Extraordinary items
Capital expenditures
Depreciation
Decferred taxes

Sales revenue

After thesc financial data are collected, they arc combined into an average cash
flow measure for 2008 using the procedure illustrated in Exhibit 1 below, which

shows as an example the average cash flow calculation for CSX

Exhibit 1
Average Cash Flow Calculation for CSX in 2008
(S in Millions)

2004 2005 2006 2007 2008  Total

[A] Net Income $339 S1,145 S1.310 81336 $1.365 S$5.495
[B]  Less: Extraordinary Items ($79) $425 S¢  §lio $0 3456
[C] IBEI $418 $720 $1,310 $1.226 §$1.365 $5.039
[D] Capital Expendrtures $1,030 $1,136 S1,639 S$1.773 §1.740 S7318
[E] Depreciation $730 S833 S867 3890  S918 $4.238
[F] Deferred Taxes $240 ($46) S42  $272 8435 $943
[G] CF $358 S371 SSR0  $615S  S978 S2.902
[H] Sales $8.020 $S8.618 $9,566 S10.030 S11,255 $47.489
[1] Ratio of CF to Sales [$2.902/547.489] = 006111
1 Avecrage Cash Flow m 2008 [0 06111 x $11.255]= S688

Source: Stanglc workpapers, April 20, 2009



9

10

12

The average cash flow for 2008 is calculated by dividing the total cash flow
over the 2004-2008 period ($2.902 million: row G 1n Exhibit 1) by the total
sales over the pened ($47.489 million, row H) to obtain an average cash flow to
sales ratio (0.06111: row I). This cash flow to sales ratio 1s then multiphied by
sales revenue 1n 2008 (S11.255 million; row H) to obtain the 2008 average cash
flow (3688 mulhon: row 1) that is used as the starting point of the
Momingstar/Ibbotson MSDCF model (CFp 1n the Appendix).

The financial data illustrated in Exhibit 1 arc reported on the consolidated
financial statements contamned n each railroad’s annual 10-K filing with the
Securities and Exchange Commission The railroads typically file their 10-K
forms within three months atter the end of the fiscal year, which 1s December
31 for the four railroads that mect the Board’s screening critenia.  Capatal
expenditurcs, dcpreciation. and deferred taxes were collected from cach
railroad’s statement of cash flows. while net income and sales revenue were
collected from each railroad’s income statement. Extraordinary items (1f anv)

are reported. net of tax effects. as line 1items on the income statement

According to a recognized accounting textbook (Stickney et al ). extraordinary
items are charactenzed by their “unusual nature™ and “infrequency of
occurrence.™  Extraordinary items gencrally fall mto one or more of the
following categories (1) extraordinary gains or losses, (2) gans or losses from
discontinued operations, and (3) cumulative effects of accounting changes  [n
constructing the cash flow inputs for the Mormingstar/[bbotson MSDCF model
as shown in kxhibit 1. adjustments for extraordinary items were made for CSX

mn 2004, 2005, and 2007 because of gams/losses from discontinued opcrations.

Growth rates. The first stage of the Momingstar'lbbotson MSDCF model
applies to a period that 1s one to five years in the future (the current year 1s
considered to be vear 0) In each year of the first stage. a firm's annual eamings

growth rate 1s assumed to be the median value of the firm’s three- to five-year

Clvde P Sucknev, etal Financral Accounting — (n Introduction to Concepts, Mcthods, and Uses.
South-Western. 2007, p §08

-4.



growth estimates that are made by raifroad industry analysts after the release of’
the vear-end financial statements. These analysi estimates are collected by
['B/E'S and subsequently distributed by Thomson Fmancial through 1its
Thomson ONE Investment Management service.' Exhibit 2 shows the median
eamings growth rate estimate for each raslroad used 1n the Mormingstar/Ibbotson
MSDCF modecl. The individual analyst estimates that contribute to the median

estimates shown in Exhibit 2 are contained 1n my workpapers ~

Exhibit 2
2008 1/B/E/S Median Growth Rate Estimates
Railroad Growth Rate
Burlington Northern Santa Fe 10 00%
CSX 10 00%
Norfolk Southern 10 00%
Union Pacific 10 20%
Average 10.05%

Source* Stangle workpapers, Apnil 20, 2009

13 The second stage of the Mormingstar/Ibbotson MSDCF mode! applies to a
period six to ten years 1n the future In this stage. the cash flows at the end of
vear five are assumed to grow at the average of the individual firm rates used in

stage 1. As shown m Exhibit 2, the average growth rate was 10 05 percent

The analysi esiimates used n the tirst stage ot the model are reterred te by Thomson Financral as
the “Long Term Growth Foreeasts® The Thomsun Financial Glossary deseribes the estimates as
tollows “While ditferent analysts apply difterent methodologes the Long lerm Giowth Forecast
generally represents an expecied annual mereuse in operating earmings over the compuny ~ net
full business cvele  In general, these forecasts refer w a penind of between three 1o five sears ™
Sec 2004 Thomson Fimancial Glnssan 1 Guide to Under stundmg Thonnon Financ il Tevins and
Comventions for the First Call und I'B. I 5 Lsumutes Databases, p 23 (excerpt provided in
Stangle workpapers, April 20, 2009}

Thomyon Finanewl alse distribines ! B E/S median growth rate estimates on a historical basis
through 1s [homson ONE Banker service  The median esumates pronided through this senvce do
not alway refleet the full set of LB/F’S growth rate estimates. whereas the median estimates
shown 1 Exhibit 2 incorporate all of the available estimates  The median grow th rale estimaies
from the Thomson ONE Banker seryice would be 10006, 9 1076, 10 00, and 14 20", tor
RBNSE. CSM, NSC. and LP. respectively



14 The third stage of the MSDCF model begins 11 years in the future and
continucs 1n perpetuity. Starting 1n year 11, the firm’s growth rate 1s assumed o
be the long-run nominal growth rate of the aggrepate U.S economy For 2008
the long-run nominal growth rate used by Mormngstar/Ibbotson 1s 3.9 percent,
which 1s the sum of the long-run expected growth 1n real output (3.3 percent)

and long-run expected inflation (0 6 percent) a

15 The third-stage growth rate is applied te a cash flow value that 1s based on two
additional assumptions about the long-run: (1) depreciation equals capital
expenditures: and (u) deferred taxes are zero That 1s, cash flow in the third
stage of the model 1s based only on mncome before extraordinary items (IBEI).
whercas 1n stages 1 and 2 1t 15 based on the expression m Equation 1 above.
The mitial value of IBEI (denoted as IBEl, in the Appendix) is determined
through the same averaging process that 1s illustrated 1n Exhibit | for cash flows
[($5.039 million/$47.489 milhon) x $11,255 mullion = 0 1061 » $11.255 million
= §1.194 million].

16 Market values. The final inputs to the Mornmingstar/lbbotson MSDCF modecl
arc the stock market values for the equity of cach ralroad (MV, in the
Appendin). These data were collected from Thomson Financial following the
Morningstar/Tbbotson practice of using stock market valucs that reflect the

release of vear-end financial statements.”

11I. THE RAILROAD INDUSTRY'S ESTIMATED COST OF EQUITY USING
THE VIORNINGSTAR/IBBOTSON MSDCF MODEL

17. Equation Al of the Appendix gives the mathematical formula that 1s used to
generate the three-stage DCF cost of equity estimates for cach rarlroad. The lefi

side of this cquation is the market valuc of the firm 1n ycar 0 The nght side of

Ihhoron SBBI. 219} aluation Year hook, Ma ket Roesuls fon Stocks, Bonds Bills, and Inflution
1926-2005 Mommgstar Inc, pp 52-53

See Custof Capatal Yearhook, 2008 Mommgstar Inc,p 1 (*By the end of March many
companies have reporied their pretious year's financial results ™) Railroad stock market values
are also reporied a1 financial web sites such as the Y ahoo Finance Stock Research Center.
available at htip biz yahoo com .

-6-



the equation 1s the discounted value of the cash flows from the three stages of
the firm's cxpected future growth. The numerator of the final term 1n Equation
Al [specifically. IBEIf 1+g2)(r-g2)] 15 often referred to as the terminal value of
the model because 1t represents the value in vear 10 of the perpetual stream of
cash flows that begins in year 11. Equation Al in the Appendix 1s solved for
the cost of equity (r) using a rclatvely simple but powertul numerical tool,
Microsoft Excel’s Solver function’ Applying the methods described above.
Exhibit 3 below shows the MSDCF estimatc for each of the four railroads
Exhibit 3

2008 Cost of Equity Estimates
Morningstar/lbbotson MSDCF Modcl

Railroad Cost of Equity
Burlington Northern Santa Fe 16 32%
CSX 16 79%
Norfolk Southern 19.75%
Union Pacific 1395%
Weighted Average 16 29¢%

Source: Stangle workpapers. April 20. 2009.

18 According to the Board's August 11, 2008 proposal in STB Ex Parte No 664
{Sub-No ). the overall MSDCF cstimate for the group of four railroads 1s the
market valuc weighted average cost of equily (see Equamon A2 of the
Appendix). Exhibit 3 shows that the market value weighted MSDCF estimate
for the group 1s 16.29 percent.  Detarls of this and the other calculations arc 1n

my workpapcrs.

A commonly used Excel user’s manual describes the Solver function as follows “Solver v an
Fxcel add-in that poes several steps further than goal sechmng It uses the same basic triak-and-
error approach (known to scientifie types as an serative approach), but it’s dramatically more
mielligent than goal seeking ™ See Matthew McDonald. Exce!  The Mg Manual, O'Reilly
Media, 2005.p 519

-7-



APPENDIX

The cost of equity for each firm (r,) 1n the Momingstar/Ibbotson three-stage DCF model

1s the solution to the following equation:®

IBEl ,(1+g,;)
= CF,(1+g,Y &CFdl+g.) r-g
Mv = 1 1l + i [ + I 13
o § (1+r) § (1+r) (1+:;)'°

(Equation A1)

where

MV, = market value of equity for firm 7 in vear 0 (i e.. the year for which the cost of

equity 1s being estimated)

CF, = average cash flow for firm s at the end of year 1.

g, = carnings growth rate for firm / n stagey ¢y =1, 2, 0r 3)
IBEljo = IBEly(1+g1)(1~g2)°

Note that IBEI, 1s determined by the same process as CFg (sce Exhibit 1).

The industry cost of equity (R) for the three-stage DCF model 1s computed as the market

value weighted average of the individual firm cost of equity cstimates
v
R= Zs,i; . (Equation A2)

where s, is firm i's share of the total industry market value and N 1s the number of firms

MV

Yy MV,

m the industry composite: s =

f Cost of Capiial Yearbook, 2008 Momngstar, Inc , p 24

-8-



VERIFICATION

1, Bruce E Stangle, declare under penalty of perjury that the foregoing 1s truc and correct.

Executed on April '2_0, 2009 /é”aq E ¢ 5% C‘J,Q{

Bruce E. Stanglc



